Farm accounts: methods and principles by Martin, Oscar Ross
FA R M  ACCOUNTS: M E T H O D S  A N D  PRINCIPLES
BY
OSCAR ROSS M ARTIN  
A. B. Central W esleyan College, 1907
T H E SIS
Submitted in Partial Fulfillment of the Requirements for the
Degree of
M A ST E R  OF A R TS
IN
THE GRADUATE SCHOOL 
OF TH E
U N IV E R S IT Y  OF ILL IN O IS
1913
V3\3
U N I V E R S I T Y  O F  I L L I N O I S
THE GRADUATE SCHOOL
June 6 » 1913. 190
I HEREBY RECOMMEND THAT THE THESIS PREPARED UNDER MY SUPERVISION BY
Oscar Boss Martin
e n t it l e d  Farm Accounts : Methods and Principles,
BE ACCEPTED AS FULFILLING THIS PART OF THE REQUIREMENTS FOR THE
DEGREE OF Master o f Arts.
Recommendation concurred in:
Table Of Contents
Page.
Introduction-----------------------------------— -------------------------------  1.
Part I .
I . A Single Entry System of Farm Accounts---------------------------  4.
I I . Double Entry Bookkeeping---------------------------------------------- 22.
I I I . Outline for Double Entry System of Accounts----------------- - 41.
Part I I .
IV. Ike Relation Between Cost Accounting and Farm Manage­
ment--------- ——■------------------------------------57.
Y. Outline for Cost Accounting System------------------------------------66.
YI. The Valuation and Depreciation of the Fixed Assets----—100.
VII. The Cost of Producing Farm Crops------------------------------------155.
Bibliography------- ------------------     157.
-¿*-Pir end 1 - —  - —  —  - — — — — Ära» ä —— — —  a — —-—-a» — —aaa — a. »»-*^~ — — “ — ——160 •
(Forms and Records used in Farm Cost 
Accounting.)
1.
Introduction.
The object of farm accounting is to make possible the 
application of s c ien tific  business principles to the organization 
and operation of the farm.
The farm was foi'merly a non-trading, se lf-su ffic in g  unit 
and the farmer a laborer who provided entirely for his own needs. 
The farmer of today produces for the market, he specializes in 
in different types of farming and in different farm products, he 
buys and s e lls , he borrov/s capital. Stated b r ie fly , farming has 
become a business enterprise.
This change has brought with it  distinct problems of 
farm management. Higher land value means that the land must be 
u tilized  to its  fu llest capacity. To do this requires invest­
ments in machinery and equipment of a ll  kinds, of which in turn 
the most e ffic ien t use must be made, labor is  becoming scarcer 
and consequently more expensive. It is  a market commodity and it  
must be manipulated so as to bring in the largest returns. Today, 
to be successful and to u tilize  his time and energy with the 
greatest e ffic ien cy , the farmer must place more emphasis upon 
mental effort in the form of planning and organization, and re­
la tive ly  less emphasis upon hard manual labor.
The application of the natural sciences to agriculture 
has produced excellent resu lts. raise more and better grains, 
o’or forage crops are better adapted to the physical conditions, 
such as so il and climat?, and our live  stock has been greatly im­
oproved. In the same way, it  is  to he hoped that as the farm be­
comes more business-like in character, the application of scien­
t i f i c  business principles and methods w ill result in a distinct 
advancement.
Even though the farmer recognizes the general change 
taking place in the character of the farm, he s t i l l  permits him­
se lf  to be controlled largely in the selection and management of 
the different farm enterprises by in tu ition , by custom, and by 
tradition . Hie progressive business man does not re ly  upon such 
factors to bring him success. He has learned to appreciate the 
value of basing his judgment concerning the most profitable course 
of action upon actual and precise fa cts , and considers the time 
and energy necessary to secure and to study such facts profitably 
spent. The farmer must do the same.
In the selection of crops and enterprises the business 
and economic conditions of the community must be considered as 
well as the physical conditions. The business and economic condi­
tions are constantly changing, and it  is  the man with the keenest 
foresight as well as insight who reaps the largest p ro fit . The 
adjustment of the farm policy to the prevailing business and econ­
omic conditions demands that the farmer know his business accurate­
ly  as a whole and in its  different parts.
Thus a well-planned system of accounts is an essential 
part o f modern farming. It must always be borne in mind, however, 
that the mere keeping of accounts w ill in i t s e l f  not make a farmer 
successful. He must know and understand the significance of the 
facts presented by his accounts, and must be able to neniy fho
s.
knowledge so gained in solving the many concrete problems of farm
management.
The following paper represents an attempt to present the 
principles and practice of accounting with particular emphasis up­
on their application to the farm. The paper is divided into two 
principal parts. The fir s t  part deals with financial accounts. 
Both single and double entry accounting are described, but only 
such features are discussed as are of importance in farm account­
ing. A general scheme of financial accounts is presented which 
may easily be adapted to particular farms. The second part deals 
with farm cost accounting. An attempt is made to point out the 
relation between cost accounting and farm management. A genei-al 
scheme of cost accounts has been prepared and each account is 
described in deta il. In addition there is a discussion of account 
ing and economic principles involved in such a system of accounts.
Part I .
Chapter I.
A SIUGIE EH TRY SYSTEM OP FARM AC COURTS.
4 .
DEFIHITIOR OP ACCOURTIIG.
Accounting is the science which treats of the 
methods of recording and o f classify ing business transactions, 
and which enables one to analyze the statements in the books 
and documents o f a concern so that one may have a clear con­
ception o f the exact condition o f the enterprise as a whole 
and in its  p a r t s ,^
ACCOURTIIG SYSTEM MUST BE ADJUSTED TO THE BUSIHESS.
In order to be satisfactory an accounting system 
must be adjusted to the particular business for which it  is 
intended. In the managment o f a small*enterprise there is 
not required the same completeness of information that is 
necessary for the successful conduct o f larger and -more com­
plex enterprises, likewise the character o f the information 
necessary to good managment w ill vary with each particular 
business. Although an accounting system is necessarily 
based upon the organization of the business, at the same time 
it  should be the means employed to point out in what respects 
a more e ffic ien t scheme o f organization can be introduced.
The value o f the information secured by means o f an account­
ing system should always be compared with the cost of secur­
ing the same, for in every enterprise, large or small, there
(1) Duncan, J.C, Principles o f Accounting, (Manuscript.)
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is  much information which may he gathered through the accounts 
which w ill not he worth the trouble in cu rre d .^  The best 
accounting system is not the most elaborate and complex, but 
that system, which, with the minimum amount of expense and 
trouble , most e ffective ly  furnishes the information necessary 
for the successful managment o f the particular enterprise. 
ACCOU1IE3.
An account may be defined as a statement o f the 
financial facts pertaining to a person, a property, or a 
service classified  and summarized under an appropiate head­
ing. There are two opposing tendencies shown by financial 
fa cts , namely, increase and d e cre a se .^  The mechanical ar- 
rangment o f an account should provide for the statement of 
these two opposing tendencies in such a way that a conclusion 
can be drawn easily . This is  commonly accomplished by re­
cording the increase items and the decrease items in separate 
columns. One of these columns (the one to the le ft )  is called 
the debit column, and the other one (the Ine to the right) 
is  called the credit column. When an entry is  made in the 
debit column the account is said to be debited,and when an 
entry is made in the credit column the account is said to be 
credited. The principle of debiting and crediting w ill 
be considered more fu lly  later in connection with the different
(1) H atfield, H.R. Modern Accounting, p.6.
(2) Sprague, C.E. The Philosophy o f Accounts, p .2.
(3) Bentley,H.C. The Science of Accounts, p.16
Hatfield,H.R. Modern Accounting, p.19.
Sprague,C.E. The Philosophy o f Accounts. Chap. II .
6 .
kinds of accounts.
SYSTEMS OF ACCOUNTS.
There are two general systems o f keeping accounts.
These are known respectively as single entry and as double 
entry. Of these single entry is  the simpler system and w ill 
be described f ir s t  in its  application to the farm.
GENERAL DESCRIPTION OF SINGLE ENTRY.
Single entry bookkeeping has been variously defined.
A comparison of the definitions shows the principal point of 
emphasis to be that in single entry no attempt is made to re­
cord business transactions completely. Although a ll  the 
values involved in the various transactions on the farm are 
not carefully recorded in such a system, it  may nevertheless 
be made to furnish much information of value to the farm 
proprietor or manager.
The accounts which are kept in single entry book­
keeping may vary. The simplest form is to keep accounts with 
persons only. In this case the only information to be secured 
from the books is the amount owed to the business by indiv­
idual persons or firms and the amount the business owes to 
individual persons or firms. In addition to personal accounts 
there may be kept a cash account, also a record of the notes
(l)Bentley,H.C. The Science of Accounts, p.17.
Cole,W.M. Accounts,Their Construction and Interpretation.p.31ü.
E llis , C.B. Practical Bookkeeping, p.193.
Lisle,Geo. Accounting in Theory and Practice, p.42.
Miner,Geo.W. Bookkeeping.Complete Course. Appendix A.
Neal,E.Yirgil & Cragin,C.T. Modern Illustrative  Bookkeeping.
Introductory Course.Appendix I .
Soule,Geo. New Science and Practice o f Accounts, p.19.
received from and issued to others. When it  is desired to know
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the condition of the "business and whether there has been a 
gain or a lo ss , a statement is  prepared from information se­
cured partly from the accounts and partly from other sources. 
Usually the hooks kept are a Day Book, a Journal, a Cash Book, 
a ledger, a notes Receivable Record, a lo t es Payable Record, 
and an Inventory Record.
THE DAY BOOK -  JOÜRÏÏAL.
The day book and the journal are frequently kept as 
one book which is then known as the day book-journal. In 
th is book a b r ie f description is given of every transaction 
together with a statement o f the accounts to be debited or 
credited and the amounts. In single entry bookkeeping,the 
day book-journal is  the only book of original e n t r y .^  It 
is  arranged as fo llow s:-
A  a.tu. ^  ¿Xiæ rL c ^ V v 4
oJ /La Jb "in /to <L,
(*^ U- ¿UltZcLr. $
/j %
¡¿ki\ 4 Jo T}’1! / ' <nt aJis.-
û \ Urn "hu. krJjuLjr & Jo fJ.
<û _______ -
(1) A ll books may be divided into two classes,v iz : books of 
original entry and books o f summary entry. Books of original 
entry are those in which the transaction is f ir s t  recorded as 
it  occurs. Books of summary entry are those to which the facts 
o f the transaction are later transferred for the puroose of 
securing a more convenient form o f record.
THE CASH BOOK.
In the cash hook is recorded 
and a ll  cash paid out, the cash recei"v 
the le ft  or dehit side and the cash ps 
on the right or credit side. ïhe deha 
he the larger and the difference hetwe 
balance, w ill represent the amount of 
following illustration  shows a convene 
the cash book;-
___________ M À A - fX  (LïalAJ \
8.
. a ll  cash received 
-ed being entered on 
lid out being entered 
.t side should always 
sen the two sides, the 
cash on hand. The 
Lent arrangement o f
inrrfr /1] 7 / 1
A)tKtX &4-ÆSky
AtOjuUndJ- U_
____ A__
y --------------
k * . »
____ W l /S _Yjf^ _(So^ vo{/L> - Ûû¿uhJoJL^  mi Ac
Û __________ -
'fvb' 'flA- 4, ks & r/rirtr A j ■
cA
—. jp f f /  n =
lAC joJL/x^ < a AtfCc tryi-y iJ~f / __ o
MaX cL ÛAurtr (L_______ r7 \ ■ y .----«
____a__
__ Jé L / y __'llfûJj. kAJ. - QiUæ (^^ fivuLuA. 3o(J
THE
enti
ledg:
sred
ER.
In the day hook-journal a ll  
in chronological order. I f  o
tra: 
ne c
nsacti
Lesires
ons i 
î to
are
know
9 .
at any time the status of a particular account it  is  obvious 
that the information w ill he very d if f ic u lt  to secure by a 
reference to the day book-journal, since the entries relating 
to the account may appear on many pages. For th is reason 
another book, called the ledger, is  kept, to which are trans­
ferred a ll  debits and credits recorded in the day book-journal, 
with the exception of the debits and credits to cash which 
are transferred to the cash b o o k .^  In the ledger a ll 
debits and credits are grouped according to the account to 
which they belong. As stated before, in single entry book­
keeping accounts are usually kept only with persons or firms 
whom the business owes or who owe the business. When others 
get into debt to the business the amount is entered on the 
debit side of their account. When they get out of debt to 
the business the amount is entered on the credit side of 
their account, which w ill then cause the account to balance.
An account is said to balance when the amounts entered on 
both sides of the account are equal. When the business gets 
into debt to others the amount is  entered on the credit side 
o f their account, and when the business gets out of debt to 
others the amount is entered on the debit side of their ac­
count. The following rule may be followed for debiting and 
crediting personal accounts 1
(1) Transferring it  efts from a book of original entry to a 
book of summary entry is called"posting”
Debit persons or firms when they get into our debt 
or we get out of their debt.
Credit persons or firms when we get into their debt 
or they get out of our debt•
In personal accounts are recorded only non-negot- 
iable obligations to pay which are known as book accounts. 
Obligations to pay in the form o f notes or acceptances are 
recorded separately. A very common form of ledger account, 
and which is well adapted for the farm, is as fo llow s:-
10 .
ÏÏ0TE RECORDS.
Since the notes issued and received are not record­
ed in the personal accounts it  is  well to provide a separate 
record for them. Especially is  this advisable in the ease o f 
the notes issued, as these pass out of the possession of the 
business. These records should show*.-
1 1.
1. The date of the note.
2. The maker.
3. To whom payable.
4. The security.
5. The amount.
6. The interest terms.
7. Time of the note.
8. Date due.
9. Payments on interest and principal.
10. Date paid in fu l l .
The following arrangement o f this information w ill he found
to he convenient
DETERMINING THE GAIN OR LOSS.
In single entry hookkeeping it  is  impossible to
determine from the accounts alone the loss or gain for any
period. The loss or gain is ascertained by comparing the
present w orth ^ a t the end of the period with the present
(1) By present worth is meant the interest of the proprietor 
in the farm. It does not include the private investments of 
the farmer or his interests in enterprises other than the 
farm.
worth at the b eg in n in g .^  I f  the present worth is larger at 
the close than it  was at the beginning the difference w ill 
represent a gain, i f  less the difference w ill represent a 
lo ss . A record should be kept of a ll  w ith d r a w a ls fro m  the 
business by the proprietor, and i f  the present worth is larger 
at the close than at the beginning of the period the with­
drawals should be added to the difference in order to deter­
mine the real gain from the operation o f the farm; i f  the 
present worth is smaller at the èlose o f the period than at 
the beginning the withdrawals should be deducted from the 
difference in order to determine the real loss or gain as the 
case may be. In similar manner any additional investments in 
the farm by the proprietor must be taken into account.
The present worth can be determined from a state­
ment of assets and l ia b i l i t ie s .  This statement w ill be made 
up partly from information secured from the books and partly 
from information secured by means of physical inventories.
1 2.
(1 ) Cole,W.M. Accounts,Their Construction & Interpretation^. 313. 
E llis,C .B . Practical Bookkeeping, p.193.
Lisle,Geo. Accounting in Theory and Practice, p.43.
lea l,E .V irg il & Cragin,C.T. Modern Illu strative  Bookkeeping.
Introductory Course. Appendix I . p.151. 2
(2) A defin ite distinction should be made by the farmer between 
withdrawals which represent his wages and other withdrawals.
This can be done by keeping a Withdrawal account. This account 
should be credited with the amount decided upon by the farmer 
as representing the value o f his wages. The credit may be made 
at the end of each month or at the end of the year. The account 
should be debited for a ll withdrawals by the proprietor for 
his personal use or for the use of the household. At the end
of the year, i f  the account shows a debit balance, this balance 
w ill represent a net withdrawal by the farmer; i f  the account 
shows a credit balance, th is balance w ill represent an addition­
al investment by the farmer.
1 3 .
CLASSIFICATION OF ASSETS AND LIABILITIES.
Assets may be defined as property owned by the 
business. ^ T h i s  property may be in the form of real estate, 
machinery, liv e  stock, and the lik e , or it  may be in the less 
concrete form of accounts or notes of persons which represent 
obligations payable to the business.
L ia b ilities  may be defined as obligations owed by 
the business to others!1  ^ such as mortgages payable, notes 
or accounts payable.
In order to prepare a stateiaent of assets and lia b ­
i l i t i e s ,  the assets, which represent the capital invested in 
the farm, should be c la ss ified . It w ill be found convenient 
to divide farm assets into three classes, as follow s; Fixed, 
Working, and Current.
Fixed assets are those which are re la tive ly  permanent 
in character and value, such as land, buildings, machinery, 
and the liv e  stock used in production.
Working assets consist of those assets which are 
constantly changing in character and value and which do not 
constitute a part of the permanent equipment o f the farm, such 
as market crops and market liv e  stock growing and unsold, 
seed, feed, fe r t i l iz e r , e tc ..
(l)Adgie»Wm.Kodern Bookkeeping and Accounts. Part I . p.12.
Bentley,H.C. The Science of Accounts, p.22.
L is le , Geo. Accounting in Theory and Practice, p. 67.
Soule, Geo. New Science and Practice o f Accounts, p.23.
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Current assets are assets the value of which can 
he realized upon at any time, such as Accounts Receivable, 
Rotes Receivable, and Cash. Current assets, in other words, 
are the assets which are in a form available for meeting 
current expenses.
One of the important problems in farm managfaent is  
to determine what proportion of the capital should be invest­
ed in each of the different classes and forms of assets in 
order to operate the form to the best advantage. The follow­
ing classifica tion  has been prepared with a view to aiding 
in the solution o f farm managBient problems, such as the one 
indicated, as well as to aid in the securing of an accurate 
physical inventory for the purpose of determining the gain
or loss realized in the operation of the farm.
(1)I . Fixed Assets.
1. Immovable.
.1 Land.
.01 Ratural value.
.02 Improvements.
.001 Water fa c i l i t ie s .
.002 Drains.
.003 Orchards.
.004 Fences.
.005 Roads.
.006 F ertility .
.2 Buildings.
.01 Dwelling.
.02 Houses for farm laborers.
.03 Farm buildings.
f l)  See Card/F.W. Farm Management, p.149.
1 5.
.1 Mechanical Equipment.
.01 Machinery and Implements.
.001 Corn machinery.
.002 Crain machinery.
.003 Hay machinery.
.004 Dairy machinery.
.005 General crop machinery.
.006 Miscellaneous machinery 
and major equipment.
.02 Vehicles, Hitches, and Wagon 
Equipment.
.03 Harness Equipment and Stable 
Supplies.
.04 Tools and Miscellaneous Minor 
Equipment.
.001 Barn too ls .
.002 Ditching too ls .
.003 Fencing too ls .
.004 Carden too ls .
.005 General shop and repair tools , 
.006 Miscellaneous.
.2 Live Stock.
.01 Teams.
.02 Live stock used in production.
I I . Working Assets.
1. Market crops and market liv e  stock growing 
and unsold. 2
2. Seed, feed, fe r t i l iz e r , miscellaneous mater­
ia ls and supplies on hand.
I I I . Current Assets.
1. Rotes and Accounts Receivable.
2. Cash.
2 . Movable.
(1)
(1) Bulletin îîo.48,U.S.Dept .o f  Agr. Bureau of S ta tistics , p.32.
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RECORDING THE IEVEHTORY.
The inventory w ill he secured with more accuracy 
and with less d ifficu lty  in succeeding years i f  a permanent 
record is  kept. This may he kept in a hound hook or it  may 
he kept on cards. In either case it  should he so arranged 
that values can he compared from year to year. The following 
scheme w ill he found suitable i f  a hound hook is u s e d .^  1
(1) Card,F.W. Farm Management. p4 161.
I f  the card system is adopted a separate card should he kept 
for each item in the inventory. In addition, a form should 
he provided for recording a summary of a ll  the items, These 
cards may he ruled to suit the particular items, however, in 
general the following form w ill he found to he a convent ient 
one:-
The hound hook has the advantage o f furnishing a 
more permanent record. The record is , however, in flex ib le ,
i .e .  it  does not easily permit o f expansion or contraction 
without disturbing the systematic arrangement of the assets. 
ITeiuher does it  permit o f the convenient recording o f
memoranda concerning the individual items which may he both 
interesting and useful.
The card system is flex ib le  and easily adjusts i t ­
s e lf  to changes in the farm assets. Sew cards may be inserted 
at any time for items when added to the equipment of the farm, 
or they may be taken out when items disappear from the equip­
ment. It permits of the recording of memoranda concerning 
the individual items, e .g . factors responsible for rapid or 
slow depreciation as the case may be, improvements increasing 
the value of dertain items, e t c ..  On the other hand, the card 
system does not furnish so permanent a record as the bound 
book.
COMPARATIVE STATEMENT OF ASSETS AID LIABILITIES.
In order to compare the condition o f the business 
on different dates a comparative statement o f assets and 
l ia b i l i t ie s  may be used. By means of a comparative statement 
of assets and l ia b il it ie s  one is enabled to note the changes 
that have taken place in the ‘different assets or groups of 
assets, also the changes in the l ia b i l i t ie s .  The difference 
between the tota l assets and tota l l ia b i l i t ie s  for each date 
w ill represent the present worth at that time, and by a com­
parison of the present worth at the two dates the gain or 
loss for the period may be ascertained. A comparative state­
ment of assets and l ia b i l i t ie s  is  arranged thus*.-
1 8.
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SUMMARY.
It has "been pointed out above that single entry 
bookkeeping does not record transactions completely, but
S’
that notwithstanding that fact such a system may be made to 
furnish the farm manager with much information o f value.
It may be well at this point to review b r ie fly  the character 
of this information.
F irst, the farmer may know defin ite ly  the amount 
o f his investment in the farm. He may also ascertain with 
reasonable accuracy the results o f the operation of the farm 
with respect to the amount o f the loss or the gain that has 
been realized. The comparative statement of assets and lia b ­
i l i t i e s  w ill enable the farmer to determine the proportion 
o f the capital that is invested in each of the different 
forms of assets. Such information w ill be of value in se­
curing a proper correlation of the factors o f production.
It is  essential that the farm be neither over-equipped nor 
under-equipped, but that the different factors o f production 
be so combined as to make possible the operation of the 
farm with the greatest e ffic ien cy .
The comparative statement of assets and l ia b i l i t ie s  
also points out the changes constantly taking place in the 
value of the different assets and l ia b i l i t ie s .  I f  a profit 
has been realized in the operation of the farm, this profit 
w ill commonly be le ft  as an additional investment in the farm, 
in which case it  w ill be in the form of an addition to the 
value of particular assets. This disposition of the profit
is  thus clearly shown. In similar manner, i f  the farm oper­
ation has resulted in a lo ss ,th is  loss w ill he met either hy 
a decrease in the value o f  particular assets or hy an increase 
in l ia b i l i t ie s .
A single entry accounting system w ill direct the 
attention of the farmer to certain important items of expense 
which are easily overlooked, a s,for example, depreciation. 
Finally, such a system w ill enable the farmer to know defin­
ite ly  and accurately his financial relations with others.
It is well to ca ll attention to the fact that 
although a single entry systems indicates the loss or gain 
due to the operation of the farm, it  does not furnish the 
farm manager with information concerning the real causes or 
sources of the loss pr the gain. It merely indicates the net 
resu lt. In the attempt to secure sim plicity, comprehensiveness 
of information and accuracy in detail are sacrificed . There 
is also more work of a supplementary chax^acter, such as the 
frequent taking of physical inventories, involved in x single 
entry than in a system in which accounts are kept for the 
assets and the l ia b i l i t ie s .
2 1.
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Chapter II .
DOUBLE ENTRY BOOKKEEPING.
In contradistinction to single entry, double entry 
may Be defined as that system of Bookkeeping which aims to 
furnish a complete record of a ll  the values involved in the 
various transactions of the Business. Before proceeding to 
descriBe such a system in its  application to the farm certain 
explanations w ill Be necessary.
TEE NATURE OF BUSINESS TRANSACTIONS.
A Business transaction may Be defined as an equal 
exchange of v a lu e s .^  A transaction may result in certain 
values coming into the Business and other values going out 
o f the Business, or it  may mean a mere transfer of values 
Between different departments within the Business. For ex­
ample:
1. A horse is sold for cash. A value comes into the 
Business in the form o f cash and a value goes out of the Bus­
iness in the form of the horse.
2. Corn is taken form the cornfield to Be used as feed 
for the horses. In this case the cornfield parts with a 
value, namely corn, and the horses receive a value, also in 
the form o f corn. There has Been a transfer o f values Be­
tween different departments o f the Business.
(l)Adgie,Wm. Modern Bookkeeping and Accounts. Part I . p.12. 
Bentley,H.C. The Science o f Accounts, p.15.
Miner,Geo.W. Bookkeeping. Complete Course, p .7.
Rowe,H.M. Bookkeeping and Accountancy, p . l .
Soule,Geo. New Science and Practice o f Accounts, p.21.
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THE BUSINESS EQUATION OR BALAICE SHEET.
The status o f any business may be expressed in the
f 1 1form o f an equation; ' thds:
Assets -  l ia b i l i t ie s  = Proprietorship, 
or transposing,
Assets s l ia b i l i t ie s  +• proprietorship, 
which, for accounting purposes, is  the more convenient form 
o f statement.
A statement which shows these three sets of facts
concerning a business, namely, the assets, the l ia b i l i t ie s ,
t o)and the proprietorship, is also known as a Balance Sheet.1 
The balance sheet and the business equation , then, are 
identica l.
THE PRIICIPLE OF DEBIT AMD CREDIT.
For accounting purposes it  is  found most convenient 
to  arrange the balance sheet or business equation in the form 
o f an account. It then appears as fo llow s:-
Balance Sheet.
Assets. L ia b ilit ie s .
Proprietorship.
In accordance with this plan any increase in assets w ill be 
recorded by an entry on the le ft  or debit side, and any 
decrease in assets w ill be recorded by an entry on the right 
or credit s i d e ,^
(1) Sprague,C.E. The Philosophy of Accounts, p.20.
Hatfield,H.R. Modern Accounting, ghap. 1 & 2.
(2) Bentley,H.C. The Science of Accounts. p,50.
Lisle,Geo. Accounting in Theory and Practice, p.18. 
Sprague,C.E. The Philosophy of Accounts. Chap.V.
(3) In bookkeeping deductions are made by adding to the op­
posite side of the account. See page 5 . ________
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Any increase in l ia b il it ie s  w ill be recorded by an entry on 
the right or credit side, and any decrease in l ia b il it ie s  
w ill be recorded by an entry on the le ft  or debit side. Any 
increase in proprietorship w ill be recorded by an entry on 
the right or credit side, and any decrease in proprietorship 
w ill be recorded by an entry on the le ft  or debit side. The 
following rules may then be formulated:
Debit assets for any increase in their value.
Credit assets for any decrease in their value.
Debit l ia b i l i t ie s  for any decrease in their value.
Credit l ia b il it ie s  for any increase in their value.
Debit proprietorship for any decrease in its  value.
Credit proprietorship for any increase in its  value.
There are six possible occurrences in every business 
tra n sa ct io n .^  These are:
1. Increase of assets.
2. Decrease of assets.
3. Increase of l ia b i l i t ie s .
4. Decrease o f l ia b i l i t ie s .
5. Increase o f proprietorship.
6. Decrease o f  proprietorship.
Since a business transaction is  an equal exchange of values 
the equality o f the business equation w ill never be dis­
turbed, for any changes in the values on one side w ill be 
o ffset by equal changes on the other side. For example:
Ten tons of hay are sold for cash, $150. In th is case the 
assets are increased to the extent of $150 and th is is  o f f ­
set by an increase in proprietorship, also o f $150. it  may 
(1) Sprague,C.E. The Philosophy o f Accounts, p,20.
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also happen that changes on one side of the equation are o ffset 
by equal and opposite changes on the same side. In the i l lu s t -  
tration given above where the horse was sold for cash, we xkx 
have an increase in assets o ffset by an equal decrease in as­
sets, both changes thus taking plaee on the same side of the 
equation.
It is  obvious that the above mentioned six possible 
occurrences in every business transaction may take place in a 
large number o f combinations, but we shall find that the 
tota l debits in any transaction are always equal to the to ta l 
c r e d i t s .^  The following a 
may occur;(2)
Increase in assets.
Decrease in assets.
Increase in l ia b i l i t ie s .
Decrease in l ia b i l i t ie s .
Increase in proprietorship.
Decrease in proprietorship.
(1) Adgie,Wm. Modern Bookkeeping and Accounts. Part I.p22,
Cole!*W.M.Accounts,Their Construction & Interpretation, p.34. 
Hatfield,H.R. Modern Accounting, p.30. 2
(2) Sprague,C.E. The Philosphy of Accounts. Chap. IV.
tre some of the combinations which
Decrease in assets.
Increase in l ia b i l i t ie s .  
Increase in proprietorship.
Increase in assets. 
Decrease in l ia b i l i t ie s .  
Decrease in proprietorship.
Increase in assets. 
Decrease in l ia b i l i t ie s .  
Decrease in proprietorship.
Decrease in assets.
Increase in l ia b i l i t ie s .  
Increase in proprietorship.
Increase in assets. 
Decrease in l ia b i l i t ie s .
Decrease in assets.
Increase in l ia b i l i t ie s .
26
CLASSES 0? ACCOUNTS.
Accotints are commonly divided into two classes, 
namely, reAl accounts and nominal accounts.
REAL ACCOUNTS.
It is  apparent that one general account with assets 
would furnish l i t t l e  information of value. It is  information 
in detail concerning the different items among the assets 
that is essential, and in order to secure this the more im­
portant items among the assets are given separate accounts 
and the items o f lesser importance are grduped into classes 
and an account is kept with each c l a s s .^  Accounts with the 
l ia b i l i t ie s  are kept in a similar manner. The function of 
such accounts is to indicate the value of the assets and the 
amount of the l ia b i l i t ie s ,  and they are known as real or 
balance sheet a ccou n ts ,^
NOMINAL ACCOUNTS.
Increases or decreases in the proprietorship w ill
be due to the forces within the business making for loss or
for gain. It is  essential for purposes o f business analysis
(3)to keep accounts with these forces, and such accounts are
fl)H atfield,H .R. Modern Accounting, p.9.
(2)Adgie,Wm.Modern Bookkeeping and Accounts. Bart I . p.21. 
Bentley,H.C. The Science of Accounts, p.21.
Cole,W.M.Accounts,Their Construction & Interpretation, p.27. 
L isle , Geo. Accounting in Theory and Practice, p.105.
Soule, Geo. New Science and Practice of Accounts, p.63.
f3 )Cole,W.M.Accounts,Their Construction & Interpretation, p . l l .  
Sprague,C.E. The Philosophy o f Accounts, p.59.
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known as nominal or profit and loss accounts.
nominal accounts may "be divided into two classes:
1. Accounts which record expense or outlay.
2. Accounts which record profit or income.
The nominal accounts which it  is  advisable to keep w ill vary 
with each particular business. The outlay and income of the 
business may be grouped under a few heads or under many. For 
example: On the farm one account may be kept for feed in 
which w ill be recorded a ll the feed used on the farm, or a 
separate account may be kept with horse feed, cow feed, poultry 
feed, e tc .. In the same way one account may be kept for a ll 
income from farm products, or separate accounts may be kept 
for income from corn, income from oats, income from hay, e tc .. 
The greater the number of the accounts kept the more detailed 
w ill be the information secured, but the more complex w ill 
the system become. Care should be exercised that the class­
ifica tion  o f the expense and o f the income be log ica l and 
consistent. In a system o f financial accounts on the farm 
it  w ill be found advisable to cla ss ify  the expense on the 
basis o f its  character as is done in the following scheme of 
accounts. For example: Labor, Feed, Seed, Buildings Expense, 
and the lik e , indicate such a c la ss ifica tion , whereas such 
accounts as Teams Expense, Poultry Expense, Dairy Expense, 1
(1) Adgie,Wm. Modern Bookkeeping and Accounts. Part I . p.21. 
Bentley,H.C. The Science o f Accounts, p.25.
Cole.W.M.Accounts,Their Construction & In terpretation^ .27. 
L isle , Geo. Accounting in Theory and Practice, p.105.
Howe, H.M. Bookkeeping and Accountancy. p,79.
may include many items of dissimilar character tut relating 
to a certain department of the farm. The tasis in the latter 
case is the department and not the character of the expense.
I f  the two tases of c la ss ifica tion  are employed in the same 
system of accounts, confusion is  sure to resu lt. It is  advis­
able to employ the departmental basis only in a system of sx 
cost accounts, that is ,  in a system in which adequate provis­
ion has been made to record such expense and such income ac­
curately and completely.
FISCAL PERIOD.
In every business it  is  desirable to select a def­
in ite  time for ascertaining the exact condition of the bus­
iness and the results of its  operation. This is  sometimes 
called the "closing time", for the reason that at this time 
a ll  accounts are brought to a close and their contents anal­
yzed. The interval between one closing time and the next is 
known as the f is ca l period. The fis ca l period should always 
be uniform in duration, for only then w ill in telligent compar­
isons of the operation o f the business for different periods 
be possible.
Usually the f is ca l period is a year, and it  is made 
to coincide with the calendar year. This is not necessary, 
however, and there are many instances where it  is  not the ease. 
It is  well to have the fis ca l year end at a time when the extra 
work involved in closing the accounts and in taking physical 
inventories w ill cause the least inconvenience. On the farm 
uhis w ill vary with the lo ca lity . In lo ca lit ie s  where the 
(1) Farmers’ Bulletin ïïo.511. U.S.Dept.of AgrTp~15l "
winter is rigorous, March 1st w ill he favored over January 
1st as the date for the closing o f the fis ca l period, since 
the taking of inventories on the farm is an arduous task in 
cold weather. The former date is also more lik e ly  to cor­
respond to the date of tenancy changes whenever these occur.
THE TRIAL BALAHCE.fl)
I f  each transaction has been correctly analyzed,
i . e . ,  the proper accounts debited and credited, it  is  ev i- 
deht, since the tota l debits and the to ta l credits involved 
in every transaction are equal, that the sum of a ll  the 
debit items in the accounts w ill be equal to the sum o f a ll  
the credit items. It also follows that the sum of a ll the 
debit balances w ill be equal to the sum of a ll the credit 
balances, A complete statement of the debit and credit 
balances of the various accounts is known as a t r ia l  Balance.
The function of the tr ia l  balance is to test the 
correctness of the work. It is  not a conclusive tes$, how­
ever, as there are certain kinds o f errors which it  w ill 
not d isclose. I f  the t r ia l  balance shows a difference be­
tween the debits and the credits it  may be dine to any one 
o f  the following errors:
(l)Adgie,Wm. Modern Bookkeeping and Accounts.Part I . p.35. 
Bentley,H.C. The Science of Accounts, p.49,
Cole.W.M. Ac counts, Their Construction & Interpretation^. 54. 
Hatfield,H.R. Modern Accounting, p.35.
Lisle,Geo. Accounting in Theory and Practice, p.12.
Miner, Geo. Bookkeeping. Complete Course, p.18,
Rowe, H.M. Bookkeeping and Accountancy, p.131.
Sprague,C.E. The Philosophy of Accounts. Chap.14.
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so
1. Errors in addition.
2. Errors in posting items from the hooks o f original entry 
to the ledger, such as:
(a) Posting the wrong amount.
(h) Posting a dehit amount to the credit side o f an 
account, or vice versa.
(c) Omission of an item.
3. Errors in determination of the dehits and credits in the 
original entry.
The following errors may have taken plaxre even though the 
tr ia l balance shows the dehits and credits to he equal.
1. Errors in posting items to wrong accounts.
2. Errors which exactly balance each other, which may he:
(a) Errors in addition.
(b) Errors in posting items from the hooks of orig­
inal entry to the ledger.
3. The debits and credits o f an entire transaction may not 
have been posted to the ledger.
It w ill thus he seen that the tr ia l balance is only a mechan­
ica l te s t , and that it  does not point out errors of principle. 
THE PROFIT AMD LOSS ACCOOTT. ^
At the end of any fis ca l period the balances in the 
various nominal accounts w ill indicate the outlays and the
(l)Adgie,Wm. Modern Bookkeeping and Accounts. Part I.Chap.7. 
Cole,#.M, Accounts,Their Construction and Interpretation,p.29 
Hatfield,H.R. Modern Accounting, p.37. 
lis le ,G eo . Accounting in Theory and Practice, pp.15-18. 
Rowe,H.M. Bookkeeping and Accountancy, p.190.
Sprague,C.E. The Philosophy of Accounts. Chap.13.
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income that have accrued during that period, the debit bal­
ances representing the outlays and the credit balances the 
income..In order to determine the net gain or loss for a 
period, and to separate such gain or loss from that o f suc­
ceeding periods it  is neeessary to transfer a ll the balances 
of the nominal accounts into one account v/hich is called the 
Profit and Loss account. This process is  called closing the 
nominal accounts. Whenever there is  an element of loss in 
connection with an asset, such as depreciation, the amount 
o f such loss should also be transfeasred from the respective 
real account to the Profit and Loss account. The Profit and 
Loss account w ill then exhibit a ll  the items making for loss 
and gain in the business during the period. The losses w ill 
appear on the debit side and the gains on the credit side.
I f  the debit side is the larger,the balance o f the account 
w ill indicate that the result o f the operation of the business 
has been a net loss ; i f  the credit side is  the larger, the 
balance of the account w ill indicate that the result has been 
a net gain. This balance, which thus represents the net de­
crease or increase of proprietorship,is then transferred to 
the account which indicates the proprietor’ s interest in the 
business.
ADJUSTMENTS IN PROFIT AND LOSS fflR NOMINAL ACCOUNTS.
1. Deferred Charges to P rofit and Loss.
It is essential for the purpose of accurate business 
analysis that the expense properly changeable to any one 
period be set o f f  d istin ctly  from that o f preceding or succeed­
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ing p e r io d s /1  ^ It sometimes happens that certain items of 
expense are paid for several years in advance. We may sup­
pose a case in which an insurance premium o f §60 has been 
paid for a term of three years. It is obvious that only 
one-third o f the amount, or §20, is chargeable to any one 
year. At the end of the f ir s t  year §20 of the amount would 
be transferred to the debit side of the Profit and loss  ac­
count, and §40 would remain as a balance in the Insurance 
account. This balance is  known as a Deferred Asset or a 
Deferred Charge to Profit and Loss, and it  w ill appear 
among the assets in the balance sheet.
2. Accrued Expense Items.
Items of expense which have accrued within a certain 
period,and which are properly chargeable to i t ,  are sometimes 
not paid until after the close of the period. A ll such items 
should be carefully noted and the proper adjustments made in 
the accounts when the Profit and loss account for the period 
is being made up. To illu stra te : Interest payments on Botes 
Payable are made at irregular periods which but rarely con­
form to the fis ca l year. At the end o f the fis ca l year the 
interest which has accrued on such notes should be estimated . 
Phis amount should then be entered as a l ia b il ity  inventory 
on the debit side o f the Interest and Discount account, from 
where it  w ill be transferred as a part o f the debit balance 
of that account to the debit side o f the Profit and Loss ac­
count. The amount o f the accrued interest should then he
(1) Sprague,C.E. The Philosophy of Accounts, p.61.
(2) Bentley,H.C. The Science of Accounts, p.56.
Hatfield,H.B. Modern Accounting, p.110. ____________
"brought forward as a credit "balance in the Interest and 
Discount account after this account has been closed, and 
it  should appear among the l ia b i l i t ie s  in the balance sheet.
3. The Inventory Account.
In similar manner it  is  essential that a ll  income 
be credited to the period to which it belongs. On the farm, 
the sales for any period may include products which have 
been carried over from the previous period, and therefore 
some arrangement is  necessary whereby a d istinction  w ill be
made between the sale of products which represent income
which
for the preceding period and theseAr©present income for the 
current period. For this reason an account should be kept 
with the value of the farm products on hand at the beginning 
o f the period. Such an account is called an Inventory ac­
count At the end of the period the balance o f this ac­
count is transferred to the debit side of the profit and 
Loss account, thus serving as a deduction from the income 
for the period, i'he products on hand at the close of the 
period, however, represent income for the current period 
and their value should be added to the current income. This 
is  done by crediting the Jfrofit and lo ss  account and debit­
ing the Inventory account, the amount thtis appearing as a 
debit balance in the latter account at the beginning of the 
next period. 1
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(1) Bentley,H.C. The Science o f Accounts, p.115.
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THE BALANCE SHEET.
After a ll  the nominal accounts have "been closed 
into the Profit and Loss account, a ll items o f loss or gain 
in connection with the real accounts transferred to the same 
account, and the Profit and Loss account has been closed 
into the Proprietor's account, it  is  evident that a tr ia l  
balance of the ledger w ill show only assets, l ia b i l i t ie s ,  
and proprietorship. A statement showing these facts is 
called a balance s h e e t .^  The balance sheet thus gives a 
summary view of the condition of the business at the end o f 
a f is ca l period.
The arrangement o f the various items in the balance 
sheet is o f importance, and may d iffe r  in accordance with 
the purpose for which it  is used. It w ill be advisable a l­
ways to classify  the assets in accordance with the plan 
suggested in chapter 1, namely, Fixed, Working, and Current.
The l ia b il it ie s  should be cla ss ified  into Fixed and Current, 
the former class representing the more permanent and the 
la tter class the less permanent obligations o f the business 
to others.
For ordinary purposes it  w ill be best to arrange 
the assets in the following order: Fixed, Working, and Current, 
and the l ia b i l i t ie s  should then be arranged in similar order,
i . e . ,  the fixed l ia b il it ie s  preceding the currenjr, This ar­
rangement w ill make possible an easy comparison o f the fixed
(1) see page £.5 .
assets with the fixed l ia b i l i t ie s ,  likewise a comparison 
of the working and current assets with the current lia b ­
i l i t i e s .  The order of the items gives precedence to the 
items ordinarily o f most importance in a study of the cond­
ition  of the business.
There are certain conditions, however, under 
which the chief interest of the person for whom the balance 
sheet has been prepared w ill center in a comparison o f 
current assets with current l ia b i l i t ie s ,  the object being 
to ascertain the a b ility  o f the business to meet its  cur­
rent obligations as these come due. This is  uspally the 
case when a balance sheet has been submitted with a view 
to the establishment of credit relations, xhe banker, for 
example, although interested in knowing that there are 
su fficient assets available to secure the principal o f 
a loan, is ch iefly  interested in knowing that the payments 
o f the interest and the principal of the loan can be made 
as they become due. In such a case the order of the items 
in the balance sheet should be reversed, that is , the cur­
rent assets and the current l ia b i l i t ie s  should be placed 
f ir s t  respectively, and the fixed assets and the fixed 
l ia b i l i t ie s  should be placed la st.
A balance sheet w ill be more valuable i f  it  can 
be compared with the balance sheet o f previous years, and 
for th is purpose the comparative balance sheet should be 
used. The arrangement o f this is  the same as the arrange­
ment o f the comparative Statement of Assets and l ia b i l i t ie s  
described in chapter 1. ___ _______ ________________
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MECHANICAL FEATURES OF DOUBLE ENTRY BOOKKEEPING.
1. Books and Records.
The hooks and records to he used in a system of 
financial accounts kept according to double entry w ill vary 
with the business, un the farm it  w ill he found advisable 
to keep a flay Book-Journal, a Cash Book, a nedger, a Notes 
Receivable Record, a Notes Payable Record, and an Inventory 
Record. Of these, the last four are essentially the same as 
those used in single entry and described in chapter 1. It 
w ill be necessary, then, to direct attention only to the 
day book-journal and the cash book.
2. The Day Book-Journal.
This book is ruled the same as the day book-journal 
used in single entry, but the manner o f recording the trans­
actions in it  w ill d iffe r  somewhat. In double entry this 
book is used for making the original entries for a ll  transactions 
other than cash transactions, the la tter being recorded in 
the cash book. The entry consists o f a b rie f description 
o f the transaction and a statement o f the accounts to be 
debited or credited. These debits and credits must always be 
equal to each other. In the day book-journal a record should 
a^so be made of a ll  adjustments in the accounts, such as the 
closing of the nominal accounts into the Profit and Loss ac­
count. The day book-journal usually appears as follow s;
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3. The Cash Book.
The cash hook is  used to record a ll original entries 
o f cash transactions. Since the cash hook used’ in double 
entry serves as a hook o f original entry, it  is  arranged some­
what differently  than the cash hook used in single entry 
which was essentially a hook of summary entry. Whenever cash 
is debited some other account is credited, and whenever cash 
is  credited some other account is debited. On the debit side 
o f the cash hook, then, it  w ill he necessary to provide a 
place for the name of the account to he credited, and on the 
credit side o f the cash hook a place for the name of the ac­
count to he debited. The illustration  below shows how this 
is usually done:
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After a ll the transactions have been recorded in 
ier the day book-journal or the cash book the debits and 
iits  are transferred to their respective accounts in the 
ger.
Closing nominal Accounts.
The accompanying illustration  is intended to show
method o f transferring the balance o f a nominal account
the Profit and Loss account. The amount o f the difference
ween the two sides o f the account is entered on the smalle
de in red in k .d )  The account is then ruled up as shown,
In general, red ink is used to indicate that the entry is 
y temporary.
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The transfer of an item of expense or loss from a 
real or asset account to the Profit and loss account is e f­
fected in a similar manner as the illustration  below w ill 
show. In this case, however, there w ill he a balance re­
maining in the real account.
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Chapter I I I .
Outline for Double Entry System of Accounts.
The following outline o f accounts has been prepared 
with a view to furnishing a guide for a system of double entry 
financial accounts for the farm. In general, the purpose o f 
such a system of accounts may be said to be to indicate the 
financial condition of the business, the facts o f importance 
concerning the value o f the assets and the amounts of the 
l ia b i l i t ie s ,  the chief items o f expense incurred in the opera­
tion o f the farm and the ch ief sources of income. Do attempt 
has been made in this system to present information relating 
to the different departments or enterprises of the farm, not 
to ascertain the cost of producing farm products. These are 
essential features of departmental or cost accounting and 
w ill be considered in that connection. It is  evident that 
adjustments w ill need to be made in this scheme of accounts to 
provide for such conditions as may be peculiar to particular 
farms.
1. Real Accounts, or, Accounts that show Assets & L ia b ilit ie s .
4 2.
( 1 ) .
Land.
Debit this account with
Value o f the land exclusive 
o f buildings.
The cost o f a ll permanent im­
provements that increase the 
value o f the land.
Value of additional land pur- 
chased.
Credit this account with
N Vv V
The inventory value of a ll 
land sold. ( I f  land is sold 
for more than its  inventory 
value the difference should 
be credited to Profit & lo ss ; 
i f  sold for less the d if fe r - 
should be debited to Profit 
& lo s s ).
The balance of this account w ill always represent 
the value of the lam’ in the farmer’ s possession.
(2 ) .
Buildings.
Debit this account with
The value of a ll farm build­
ings .
The cost of a ll new buildings.
The cost of a ll improvements 
to buildings.
Credit this account with
The inventory value of any 
buildings which may be de­
stroyed by fire  or other­
wise.#
At the end of the year with 
the depreciation of the 
buildings.
‘¿he balance of this account w ill represent the 
value of the farm buildings at 
year. the end of the
# I f  no insurance was received the Profit & Loss ac-count should be debited at this time. I f  the loss
was entirely covered by insurance, the debit should 
be oo cash instead of to Profit & Loss. I f  the cash 
received as insurance is less than the amount at 
«iiicn the duilding had been carried, the amount re— 
ceived in cash should be debited to Cateh and the 
difference should be debited to Profit & Loss; i f
than the amount at whichthe amount received, is more
one ouilaing had been carried in the inventory, the 
difference snould be credited to Profit and Loss.
4 3.
Implements and Machinery.
(3) .
Dehit this account with
The value of a ll machinery 
and implements on hand.
The cost of a ll machines and 
implement s pur cha s ed.
Credit this account with
The inventory value of a ll 
machinery and implements 
sold or disposed o f.#
At the end of each year with 
the depreciation of machines 
and implements for the year.
The balance of the account w ill represent the value 
of the machinery and implements on hand.
# I f  more is received than the inventory value, the difference 
should be credited to Profit Loss; i f  le ss , the d iffe i’ ence 
should he debited to Profit & Loss.
(4 ).
Teams.
Debit this account with
The value of a ll horses and 
mules on hand used for the 
work of the farm.
The value of a ll horses and 
mules acquired for this pur­
pose by purchase or other­
wise .
Ci'edit this account with
The inventory value of a ll 
horses and mules sold or 
otherwise disposed o-p 4  .... *
The inventory value of a ll 
horses and mules lost by 
death.
At the end of the year with 
the depreciation of horses 
and mules during the year.
The balance of the account w ill represent the value 
of the teams on hand.
# I f  the amount received is greater that the inventory value 
the Profit & Loss account Should be credited with the d if ­
ference; i f  less , the i ’r o f it  & Loss account should be de­
bited with the difference.
(5 ).
Tools.
44.
Plan ITo. 1.
Debit this account with Credit this account with
The value of a ll  tools  on The inventory value of a ll
hand. tools disposed o f.
The cost of a ll tools pur­ At the end of each year with
chased or acquired. the depreciation of too ls .
The "balance of the account w ill represent 
the value of the tools  on hand.
Plan Ho. 2.
Cebit th is account with
(5a).
Tools
The value of the tools on hand
It may be assumed that the purchase o f new tools w ill 
just about he equal to the depreciation on the old 
to o ls , so that the cost of the new tools may at once 
be charged to the General Expense Account, and no 
depreciation need be allowed for in the account.
(See below)
( 6 ) .
harness Equipment & Supplies._______________
Debit this account with
The value of a ll harness equip­
ment on hand.
The value of a ll harness equip­
ment purchased or otherwise ac­
quired.
Credit this account with
The inventory value of a ll 
harness equipment disposed of.
At the end of each year with 
the depreciation of harness 
equipment.
The balance of th is account w ill represent the 
value of the harness equipment on hand.
Hote: In the case o f Plan ITo. 2 for the Tools account, it  may
be found advisable to debit the account in the event 
of any especially large purchase of too ls . As far as 
the ordinary purchases are concerned it  w ill be found 
in most cases that they are just about equal to the 
depreciation of the old to o ls , and one w ill offset the 
other.
Debit this account with
The cost of a ll m iscella­
neous supplies on hand, 
such as lumber, cement, 
lime, nails, fencing ma­
te r ia ls , etc.
A ll purchases of the above 
class of materials or sup­
p lies that are not used at 
once.
Credit this account with
•xhe cost of a ll miscellaneous 
supplies previously charged to 
this account which are used in 
the various farm operations.
(At this time debit the account 
for which they were used.
The balance of this account w ill represent 
the value of the miscellaneous supplies on 
hand.
(8).
Farm ivo Stock.
Debit this account with
The value of a ll  cows, 
hogs, and other live  stock 
kept for farm purposes and 
not for sale.
The value of a ll live  stock 
of the above class acquired 
by purchase or otherwise.
Credit this account with
The inventory value o f a ll 
farm live  stock sold or 
otherwise disposed o f.#
At the end of the year with 
the depreciation of the 
farm live  stock.
The balance w ill then represent the value 
of the live  stock used for farm purposes.
" uhe amount received is greater than the inventory value
f H i erenee should be credited to profit & Loss; i f  less 
tne difference should be debited to Profit & ..0ss
4 6.
(9 ).
Farm Products Inventory.#
Credit this account with
At the end of the year with 
the amount of the debit made 
at the beginning of the year. 
At this time the Profit & Loss 
account should be debited.
Debit this account with
The beginning of the year 
with the value of the farm 
products on hand. (After 
the accounts have once been 
started this w ill be the 
balance carried foi'ward 
from the preceeding year).
At the end of the year with 
the value of the farm pro­
ducts on hand. At this time 
the Profit & Loss account 
should be credited.
The balance o f the account w ill show the value o f the 
farm products on hand at the beginning of the new year,
# The purpose of an inventory account is to locate a ll in­
come in the period to which it  properly belongs. Each year 
should be given credit for the products produced within i t ,  
whether these products are sold within the year or not.
(10) .
Market Live Stock Inventory.
Debit this account with
The value of a ll live  stock 
on hand kept for marketMpurposes .1
At the end of the year with 
the value of a ll market live  
stock then on hand.
Credit th is account with
At the end of the year with 
the amount of the debit bal­
ance at the beginning of the 
year, representing the value of 
the market live  stock on hand 
at that time.
The balance of the account w ill show the value of 
the market live  stock on hand at the beginning of 
the new year.
# After the accounts have been started this amount w ill be 
the balance carried forward from the preceding year.
4 7.
( 11) .
Eotes Receivable.
Debit this account with
She face value of a ll 
written promises of others 
to pay ns.
Credit th is account with
All payments in fu ll or in 
part on the principal of 
these written promises.
The valance of the account w ill represent the 
amount others owe us on notes or written promises.
(12) .
Rotes Payable.
Debit th is account with
All payments, in fu ll or in 
part,o f the principal of 
these written promises.
Credit this account with
The face value of a ll written 
promises by us to pay others.
The balance of this account w ill represent the 
amount we owe to others on written promises or
notes.
( 13 ) .
_______________  Mortgages Payable.______________________
Debit th is account with Credit th is account with
All payments on the prinei- The face value of the mortgage.
pal of the mortgage.
The balance o f the account w ill represent the 
amount of the mortgage remaining unpaid.
48.
(14).
Personal Accounts.'
Debit these accounts Credit these accounts
When others get into debt ’.Then we get into debt to
to us. others.
When we get out of debt When others get out o f debt
to others, in whole or in to us, in whole or in part.
part.
I f  the debit side of a personal account is the larger, 
the balance of the account represents the amount that 
person owes us; i f  the credit side is the larger, the 
balance represents the amount we owe that person.
# A separate account should be kept with each person or firm 
with whome we have dealings on cred it. Ho note transactions 
are included in these accounts, as they are recorded in the 
Rotes Receivable and the Rotes Payable accounts.
Debit this account with
All cash received.
The balance of the 
cash on hand.
(IB) .
Cash._______________________ _
Credit this account with 
All cash paid out. 
account w ill represent the
The cash account can be kept to advantage in a separate bock, 
with the debit entries on one side and the credit entries on 
the other side. See page
(16) .
Proprietor.
Debit th is account with
A ll withdrawals of capital 
from the farm.
I f  a net loss has been in­
curred in operating the farm 
as shown by the Profit and 
Loss account, with the amount 
of such loss.
The balance of 
net investment
Credit this account with
The amount of the farmer's net 
investment at the beginning of 
of the year. (This w ill be shown 
by difference between the assets 
and the l ia b i l i t ie s ) .
I f  a net profit has been earned 
in operating the form, as shown 
by the Profit and Loss account, 
with the amount of such p ro fit .this 
o f the farmer.
4 9.f
Nominal Accounts.
( 1 ) .
I . Accounts that show expenses or the cost o f operation.
Labor.
Debit this account with Credit th is account with
A ll cash payments o f wages.
A ll wages paid in farm pro­
ducts of services.
A ll board which serves as a 
part payment of wages. (See
n ote ).
The value of the p roprietors 
ae Labor.
Any deductions to be made 
from the cost of labor; e.g . 
when there is an income from 
labor rented to a neighbor or 
used for some purpose not con­
nected with the operation of 
the farm.
The balance of this account represents the labor cost 
for the year, and at the end o f the year should be 
transferred to the debit side of the Profit &  Loss 
account. This w ill be done by crediting the account 
and debiting the Profit and Loss account.
Hote: A ll board which serves as a part payment of wages should
be given a money value. It should’ then be debited to this 
account os indicated above and credited to the Household 
account.
( 2 ) .
Seed.
Debit this account with Credit this account with
The value of a ll farm pro­
ducts, (estimated at the 
farm value)that are used for 
seed).
See statement below concern 
ing the balance.
All cash purchases of seed.
The balance of this account w ill represent the cost of 
seed. At the end of the year the balance should be 
transferred to the debit side of the Profit & Loss 
account. This will be done by crediting this account 
debiting the Profit and Loss account.
(5).
Feed.
5 0.
Debit this- account with
The value of a ll farm crops, 
estimated at the farm value, 
used for feeding purposes.
Credit this account with
See statement below concern­
ing the balance.
All cash purchases of feed.
The balance o f this account w ill represent the cost 
of feed. At the end of the year it  should be trans­
ferred to the debit side of the Profit and Loss account. 
This w ill be done by crediting this account and debit­
ing the Profit and Loss account.
(4).
Building Repairs.
Debit this account with
The cost of a ll repairs on 
buildings.
Credit this account with
See statement below concerning 
the balance.
The balance of this account w ill represent the cost 
of building repairs, and at the end of the year 
should be transferred to the debit side o f the 
Profit &  Loss account. This w ill be done by cred it­
ing this account and debiting the Profit & Loss account,
(5).
Machinery Repairs.
Debit th is account with
The cost of a ll  repairs on 
machinery and implements.
Credit th is account with
See statement below concern­
ing the balance.
The balance of this account w ill represent the cost o f 
machinery repairs, and at the end of the year should 
be transferred to the debit side o f the Profit Loss 
account. This w ill be done by crediting this account 
and debiting the Profit &  Loss account."
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Interest
( 6 ) .
Se Discount
DeMt this account with
of interest toAll payment! 
others.
Credit this account with
All payments of interest by 
others to us.
I f  the debit side of the account is the larger, the 
balance w ill represent a loss and should be transferred 
to the debit side o f the Profit S: loss account. I f  the 
credit side is the larger, the balance w ill represent 
a gain and should be transferred to the credit side of
che Profit 
o f accrued
& Lo5 
int eresi
account ee page for treatment
(7).
Insurance & Taxes.
Debit this account with
All payments of insurance 
premiums on farm property.
All payments of taxes on 
farm property.
Credit this account with
See statement 
the balance.
oelow concerning
The balance of this account w ill represent the cost 
of insurance and taxes, and
be transferred to-4.
at
the
che 
debit
end of the year s 
side of the Profitshould
& less account by crediting this account and debiting 
the Profit and Loss account. See page for treat­
ment of insurance.
( 8 ) .
F ertilizer .
Debit th is account with Credit this account with
All cash purchases of fer­ At the end of the year witht i l iz e r  . the value o f any fe r t il iz e r
on hand not applied to the
s o il .*
H
The balance of this account w ill represent the cost of 
cerciliser lor tne year and should be transferred to the 
debit_side of the Profit & loss account. This w ill be 
done by Crediting this account and debiting the Profit 
and Loss account.
Aioer che account has been closed and the balance transferred 
jo one Profit and Loss account, the amount on hand at the end 
should be carried forward to the debit side of the 
account _or ohe new year, as it  represents the value of the 
fe r t iliz e r  on hand at the beginning of the new year.
5 2.
(9).
Household.
Debit this account with
notA ll expenses that are 
farm expenses but more 
properly personal expenses
of the farmer.
The value of a ll farm pro­
duce used in the household.
An amount representing the 
rental of the farm dwelling.
Credit this account with
The value o f 
labor which : 
ation of the
the proprietor’ s 
.s spent in the oper- 
farm.
The value of a ll board and lodg­
ing of laborers. (See Labor 
account).
All income 
come, e.g.
duce, poultry, etc.
that is not farm in­
sales of garden pro­
file balance of this account w ill represent either a 
net withdrawal or a net additional investment by the 
farmer, i f  the debit side is the larger, the balance 
w ill represent a net withdrawal and should be trans- 
to the debit side of the Proprietor’ s account; i f  the 
credit side is the larger the balance w ill represent 
a net additional investment and should be transferred 
to the credit side o f the Proprietor account.
(10) .
General Expense.
Debit th is account with
All expenses of the farm not 
properly chargeable to any o f 
the special expense accounts.
Credit this account with
See
the balance.
below concerning
The balance of this account w ill represent the miscel­
laneous expense for the year and should be transferred 
to the debit side of the Profit and Less account. This 
w ill be done by crediting this account and debiting 
the Profit & Loss account.
5 3,
(U i .
Market liv e  Stock Purchases.
Debit this account with Credit this account with
All purchases of market 
liv e  stock.
Statement below concerning the 
balance.
The balance o f this account w ill represent the 
purchases of market live  stock and at the end 
of the year should be transferred to the debit 
side of the Profit and Loss account.
lominal Accounts. 
I I . Accounts that show income.
(1) .
Income Corn.
Dehit this account with Credit this account with
T
5 4.
See statement below coneer- A ll sales o f corn, 
ning the balance.
Mie market value of a ll corn 
used on the farm as feed or as 
seed.
The balance o f this account w ill represent the 
income from wheat and at the end of the year should 
be transferred to the credit side of the Srofit & 
Loss account. This w ill be done by debiting this 
account and crediting the Profit & Loss account.
(2 ) .
Income Wheat
Debit this account with
See statement below concei'1- 
ning the balance.
Credit this account with
All sales o f wheat.
The market value of a ll wheat 
used for the farm as seedor 
as feed for other purposes.
The balance o f this account w ill represent the income 
from wheat and at the end of the year should be trans­
ferred to the credit side o f the r ro fit  & Loss account. 
This w ill be done by debiting this account and credit­
ing the Profit and Loss account.
(3).
Income Oats.
Debit this account with Credit this account with
See statement below concerning 
the balance.
All sales of oats.
The market value of a ll oats 
used on the farm as seed or 
as feed.
The balance of this account w ill represent the income 
from oats and at the end o f the year should be trans­
ferred to the credit side of the Profit and Loss 
account. This w ill be done by debiting this account 
and crediting the Profit & Loss account.
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(4).
Income Hay.
Debit this account with Credit this account with
See statement below concer­
ning the balance.
All sales of hay.
The market value o f a ll hay 
used on the farm for feed or
at her purposes.
The balance of this account w ill represent the income 
from hay aid at the end of the year should he transfer­
red to the credit side of the Profit & Loss account. 
This w ill he done hy debiting this account and aredit- 
ing the Profit and Loss account.
(5).
Income I’arket Live Stock.
Debit this account with
See statement below concern­
ing the balance.
Credit this account with
A ll sales o f market live  stock.
The market value o f a ll market 
live  stock used for household 
purposes, (at this time debit the 
Household Expense Account).
The balance of this account w ill represent the income 
Xrom market live  stock and at the end o f the year should 
be transferred to the credit side o f  the Profit & Less 
account. This w ill be done by debiting th is account 
and crediting the Profit & Loss account.
( 6 ) .
Debit this account with Credit this account with
See statement below concern­
ing the balance. All sales of dairy produce.
The market value of a ll dairy 
produce used in the household. 
(At th is time debit the House­
hold account).
The balance_of this account w ill represent the income 
xrom uhe dairy and should be transferred at the end of
tJe cr®a i  ^ ,s iJe of the Profit & Loss account 
b®-J0iie,by ueoiuing this account ana cred it- the Pro-iiu and Loss account.
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(7).
Miscellaneous Income.
Délit this account with Credit this account with
See statement "below concern­
ing the "balance.
A ll income other than that to 
he recorded in the accounts des 
cribed above.
The balance of this account w ill represent the misc­
ellaneous income, and at the end of the year should be 
transferred to the credit side of the Profit and Loss 
account. Shis w ill be done by debiting this account 
and crediting the Profit and loss account.
( 8 ) .
Profit & Loss Account.
Debit this account with Credit this account with
The balances of the Farm Pro­
ducts Inventory and the Market 
Live Stock Inventory accounts. 
(These amounts represent the 
value of the farm products and 
of the market live  stock on 
hand at the beginning of the 
current year, i . e .  those 
carried cvex- from the preceed- 
ing year).
The balance of the Market Live 
Stock Pur chases account.
The debit balances from the fo l 
lowing accounts; Labor, Seed, 
Food, Building Repairs, Machin­
ery Repairs, Insurance & Taxes, 
General Expense, F ertilizer , In 
erest & Discount.
The value of the farm products on 
hand at the end of the year.
The value o f the market live  stoch 
on hand at the end of the year.
The credit balances from the f o l ­
lowing accounts:Income Corn, In­
come 'Theat, Income Oats, Income 
Hay, Income Market Live Stock, 
Income Dairy, and Miscellaneous 
Income.
All profits accruing from the sale 
of assets, e .g . when assets are 
sold for an amount greater than 
oiie amount at which they had been 
carried in the inventory.
All losses on assets incurred 
during the year, such as,
(a) Losses due to sale of assets 
for less than inventory value.
(b) Losses due to the destruction 
of assets by f ir e , etc . ,  not cover­
ed by insurance.
(c) -osses due to the depreciation 
o f assets.
Ii. t/iie credit side o f this account is the larger thp 
'alance w ill represent the net gain of the farm +’or the 
year and it  should be transferred to the cretit  ¡W e of
*:ie Proprietor’ s account. I f  the debit side of the
count is the larger, the balance 
loss or the farm and it  should 
10 side
w ill represent 
be transferred 
.... I---------- = =
the
to
ac-
net 
lie deb-
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Part I I .
Chapter IV.
THB RELATION BETWEEN COST ACCOUETIEG AED 
FARM MAEAGEMEET.
A sc ie n tific  farm management is a management which 
takes into account a ll the facts of significance in the oper- 
ation of the farm. The purposes of farm cost accounting 
should he to furnish the proprietor or manager of the farm 
with accurate and comprehensive data so that he may he able 
to approach the problems of farm management in a sc ie n tific  
manner.
FARM MAEAGEMEET.
In order that the purpose of farm cost accounting 
may he carried out e ffective ly  it is necessary that the ac­
countant have a definite conception of the nature and char­
acter o f farm management problem s.^  In this connection it  
w ill he proper only to point out in a general way what the
problems are, not to enter into a detailed discussion o f the
( 2 )same. 12
(1) American Economic Review.V oi.3.Eo.l.(Supplement) p.104.
(2) For extended discussions o f farm management the reader is 
referred to the following:
Card.F.W. Farm Management.
Goltz,Dr.Theodor Freiherr v.d . Volkswirtschaftliche Grund­
lagen und Oeknnomik der Landwirtschaft. Erster Band.
Krafft,Dr.Guido-Die Betriebslehre. 7te Auflage.
Darren,G.F. Farm Management.
Amer.Econ.Review. V oi.3 ,E o.l. Supplement, pp.96 -  113. 
Bul.Eo.259. Bureau o f  Plant Industry-ü.S.Dept. of Agr.
Wkat is Farm Management? W.J.Spillman.
Bui.Eo.125. Univ.of Minn.Agr.Exper.Sta. Farm Management : 
Organization o f Research and Teaching. W.M. 
Hays,Andrew Boss, A.D.Wilson,&Thos.P.Cooper. 
Carver, T.E. Principles of Rural Economics. Chap.3 & 4.
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Farm management problems may "be considered to 
center around the following p o in ts -/1^
1. The factors o f  production.(Betriebserfordernisse.)
2. The system of farming. (Betriebseinrichtung.)
3. The organization and operation of the farm. (Betriebsleitung.)
4. Marketing. (Marktsverh&ltnisse.)
The f ir s t  set of these problems may be considered
(2)as the problems of investment. ' The factors of production 
on the farm consist of the land, the farm equipment, and 
l a b o r , a n d  each of these factors in turn has its  own d is­
tin ct problems. In the case o f land,farm management must 
take into account the location , the topography, the s o i l ,  
and the c l im a te .^
fl)  Krafft ,Dr Guido Die Betriebslehre.
Carver, T .l. Principles o f Rural Economics.Chap.3 &4.
(2) Amer.Econ.Review. Y o l.3 .l o . 1 .Supplement. p.98.
(3) This classifica tion  corresponds only roughly to the 
factors of production commonly recognized by economists.
The classificationdand,labor »capital) employed by the 
latter is not satisfactory from the standpoint of farm 
management as it presents i t s e l f  to the individual 
farmer. A large part of his investment, or capita l, is
in the form of land, and th is would lead to confusion 
i f  the classifica tion  employed in economic theory were 
adopted.
(4) Bui.259.Bureau of Plant Industry. U.S.Dept. o f Agr.
What is Farm Management? W.J.Spillman.
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ïhe location o f the land has a defin ite hearing 
upon the problems o f transportation and marketing. It is 
also o f importance from a social standpoint. The topography 
of the land, the character o f the s o i l ,  and the climate, 
each have an influence in determining the system of farming 
to he employed, and must he given consideration in the 
operation of the farm. The character and type of buildings, 
the kinds o f machinery and implements, the number of horses, 
the character of the other live  stock necessary for prod­
uction purposes are suggestive o f the problems of farm equip­
ment. The conditions controlling the supply of capita l, 
and the availab ility  and character o f the labor supply are 
matters which must receive dua attention in any well-planned 
system of farm management. In addition to these more or 
less independent problems, the law of proportionality must 
be worked out, namely, the proportion of the entire invest­
ment o f the farm that shall be in the form of land, of farm 
equipment, and o f labor. ^
Two distinct types or systems of farming may be 
followed. These may be designated as general farming and as 
special f a r m i n g . I n  general farming emphasis is placed 
either on the production pf grains or on the production of
(1) Carver,T.ïï. Principles of Hural Economics, pp.216 - 225.
(2 ) Card, F.W. Farm Management, p.75.
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liv e  stock, although not infrequently these are combined 
and there results what is termed a mixed system o f farming.
In special farming attention is centered almost exclusively 
upon particular enterprises, such as Horticulture, Garden­
ing, Dairying, Eoultry, and the lik e . The system of farming 
to he employed w ill depend in large measure upon the con­
ditions surrounding the factors of production, however, 
the individuality o f the farmer is  also an important factor. 
The most profitable system of farming to be employed w ill 
not necessarily be the same for different farmers at the 
same time and place, also w ill not necessarily be the same 
for the same farmer at different times or in different 
places.
The organization and operation of the farm con­
s is ts  in such things as the proper correlation of the 
factors o f production, the economical arrangement o f  f ie ld s , 
the u tilization  o f labor and equipment in the most e ffic ien t 
manner and combinations, the correct adjustment of fie ld  
crops to each other and to live  stock, the devising of 
suitable systems of cropping, and the practice o f e ffic ien t 
methods of crop production. The manager should aim to secure 
the largest product and the greatest x)ro fit  per acre and 
per worker, and to do this while increasing, or at least 
maintaining, the productivity o f the so il.^ 1 2  ^ Farm manage-
(1) Amer. Econ. Review. V ol.3 ,Ho.1 .Supplement. p.105.
(2) Bul.l25. Univ. o f Minn. Agr. Exp. Sta. p.7.
ment policy may "be termed successful only when it  leads 
to a permanently prosperous agriculture. "Mining the so il" 
has no place in a scheme of s c ie n t ific  farm management.
It is unfortunate that in the past the factor o f deprec­
iation has been overlooked in farming in so far as it  has 
taken the form of the declining fe r t i l i t y  o f the s o i l .
Rising prices o f farm products may he due to socia l causes, 
to improved transportation, to ris in g  prices of farm 
products, and to increases in crop yields due to better 
seed selection and to improvements in the mechanical phases 
o f  cultivation. We have bfeen blind to the fact that rising 
land values and increased productivity may thus take place 
simultaneously with a declining fe r t i l i t y  o f the s o i l .
Marketing involves both the problems o f buying 
and of selling. As the farm becomes more commercial in 
its  character, the problems o f marketing become more num­
erous and more important. Specialization in agriculture 
and in agricultural products leads to the same r e s u l t .^
The time and method o f purchasing the farm supplies and of 
se llin g  the farm products, the relative  merits of cooper­
ative buying and selling  and o f individual bujring and 
se llin g , the extent to which advertising shall be employed, 
the advantageous u tiliza tion  of cred it, and the lik e , are 
problems o f importance to the fa*® manager, and concerning
which it  is essential that his accounts furnish him defin­
ite  facts. 1
(1) Carver, T .I. Prin. of Rural Economics, pp. 272 -  288.
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THE AIM OF COST ACCOIMTIHG.
1. The Aim Varies with the Industry.
The aim of cost accounting in a ll industrial enter­
prises is not the same. In establishments producing a com­
modity the price of which is under the control of the prod­
ucer, the cost per unit o f product is  of importance in f ix ­
ing the p r i c e .^  This is especially true in engineering 
enterprises where much worg is done on contracts rather than 
in producing stock goods for an open market. The producer 
is interested primarily in knowing at what price he can 
afford to s e ll .
In establishments producing a commodity for the 
open market in which the price is  already fixed by compet­
it io n , the aim o f the cost accounting system should be to 
indicate what commodities are the most profitable to pro­
duce. The price o f commodities may often be fixed by more 
favorably situated competitors, or by competitors who are 
losing but are not aware of the f a c t / * 1 In such establish­
ments a very important phase of the cost accounting work 
is  what is frequently termed "testing  out". The farm is 
essentially an enterprise o f th is second class. As an 
individual the farmer cannot hope to control the price 
o f farm products. Rather he must seek to hatse his cost
(1 ) Hatfield,H.R. Modern Accounting, pp.293-4.
Webner,F.E. factory Costs, p.30. 2
(2) Hatfield,H.R. Modern Accounting, p.294.
Bentley,H.C. The Science of Accounts, p. 224.
Laur,E. Grundlagen und Methoden der Bewefctung.Buchhaltung, 
und Kalkulation in der Landwirtschaft. p.112.
Webner,F.E. Factory Costs, pp.29-30.
accounting system point out to him the most profitable 
adjustment of his farm to the prevailing business and 
economic conditions.
2. Cost Accounting a S cien tific  Method of Comparison.
Since the farmer cannot control the price of his 
products he should use his cost accounting system to test 
out the various p o lic ies  o f farm management which may be 
open to him. This applies both to the general type or 
system of farming and to the individual enterprises or 
departments of the farm.
The cost accounts should supply the farmer with 
accurate information concerning the comparative profitab le­
ness of general farming ani o f special farming at any par­
ticu lar time. He should know which particular type o f 
general farming, namely live  stock, grain, or mixed farming, 
or which particular type of special farming w ill y ield  
him the largest net returns. The accounts should also keep 
him informed as to the increasing or decreasing profitable­
ness o f the different systems o f farming as business and 
economic conditions change.
Very similar w ill be the determination o f the 
comparative profitableness of intensive and of extensive 
farming. The accounts should show the operation of the 
law o f diminishing returns,so that it  w ill be possible to 
know what proportions of land, equipment, and labor w ill 
y ield  the largest net return.
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It often happens that whereas the farm as a whole 
is realizing a p ro fit , certain enterprises of the farm are 
being operated at a lo ss . It may he that these enterprises 
can he eliminated from the farm,or the conditions of their 
operation so changed that they w ill realize a p ro fit , thus 
increasing the profit o f the farm as a whole. It is  import­
ant, then, that the cost accounts should reveal in detail 
the conditions obtaining in each department or enterprise 
of the farm.
In testing out enterprises, however, they should 
he studied from two standpoints, as follow s:
1. As independent enterprises. The exact profitableness of 
each enterprise, as such, should he carefully ascertained.
This w ill make it  possible to give emphasis in the faz'm 
organization to those enterprises which are lik e ly  to rea l­
ize the largest p ro fit .
S. As related enterprises. An enterprise considered separ­
ately may he profitab le , hut it may not f i t  in well with 
the other enterprises that are an essential part o f the 
system of farming that is being followed. Another enter­
prise , although not so profitable when considered separate­
ly , may make possible a more e ffic ien t u tilization  of land, 
labor, and equipment when combined with other enterprises, 
and thus result in a larger profit from the operation of 
the farm as a whole.(1)
(1)Amer.Scon.Review. Y o l.3,Ho.1 .Supplement. pp.105-108.
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3. Cost Accounting a Method of Determining the E fficiency 
o f Operation.
Cost accounting should provide the farmer not 
only with information as to what it  costs "but also why 
it  costs what it  does. There should "be a detailed analysis 
o f costs. In this way in efficien cies and wastes in oper­
ation w ill he pointed out and their elimination made 
p o s s ib le .^  The farmer’ s accounts should give him def­
in ite  information upon which to base decisions regarding 
the respective advantages of different methods of farm 
operation, such as for example, the substitution of 
motor power for horse power, or the substitution of 
machine labor for hand labor. The attention of the suc­
cessful farmer must constantly be directed toward such 
problems as the reduction of man labor, horse labor, 
and machinery costs, and an analysis of costs by oper­
ations is necessary in order to do th is . 1
65
(1) Webner,F.E. Factory Costs, pp. 31 -  32.
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Chapter Y.
Outline for Cost Accounting System.
The following outline has been prepared as a guide for 
§ system of cost accounts. As indicated in Chap. 4 such a system 
should he used for securing the information essential to a scien­
t i f i c  farm management. Provision has been made for ascertaining 
the exact cost of producing farm crops, and in the case of enter­
prises such as feeding ca ttle , dairy, hogs, and the lik e , for re­
cording accurately a ll the expense and a ll the income attributable 
to that enterprise. In th is way it  w ill be possible to know the 
exact conditions obtaining in each department of the farm. The 
outline is necessarily general in character and w ill need to be 
adjusted to the conditions prevailing on particular forms.
67.REAL ACCOUNTS.
(1).
Land.
Debit this account with Credit this account with
The value o f the land exclusive The inventory value of a ll
o f buildings. land sold.-"
The cost of a ll permanent improv-
ments that increase the value of the
land.
The value of additional land
purchased.
The "balance of this account w ill represent 
the value of the land in the farmer’ s pos­
session.
# I f  the land is sold for more than its  inventory value, the d i f  
ferenee should be credited to Profit & boss; i f  sold for less , 
the difference should be debited to Profit & boss. 2
(2 ) .
Buildings.
Debit this account with
The value of a ll the build­
ings on the farm.
The cost of a ll new build­
ings .
The cost, of a ll improvements 
to buildings.
Credit this account with
The inventory value of any 
buildings which may be des­
troyed by fire  or otherwise.-f
At the end of each year with 
the depreciation o f the 
buildings.
#
The balance of th is account w ill represent 
the value of the farm buildings.
I f  no insurance was received the Profit and Loss account 
should be debited at th is time. I f  the loss was entirely 
covered by insurance, the debit should be to cash instead 
to Profit and Loss. I f  the cash received as insurance is
of 
1 e £
than the amount at which the building had been valued in the 
inventory, the amount received in cash should he 
Cash and the difference should be debited to Profit 
i f _the amount received is more than the amount at which the 
building had been valued in the inventory the difference 
should be credited to Profit and :oss .
debited to 
and toss:
(S) .
Corn Machinery.
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Debit this account with
The value of a ll machinery 
used exclusively in the pro­
duction o f corn.
The cost of a ll additions to 
th is class of machinery.
Credit this account with
The inventory value of a ll 
corn machinery that may be 
disposed of by sale or other­
wise.#
At the end of each year with 
the depreciation o f the corn 
machiner'y. (At this time debit 
the Corn machinery Expense acc'fc)
The balance of this account w ill represent 
the value of the corn machinery.
# I f  more is received for the machinery than this inventory 
value, the difference should be credited to Profit and loss ; 
i f  le ss , the difference should be debited to rro fit  and Loss.
(4).
Hay Machinery.
Debit this account with
The value of a ll machinery 
used exclusively in the pro­
duction o f hay.
The cost o f a ll additions to 
this class of machinery.
Credit this account with
The inventory value of a ll 
hay machinery that may be 
disposed of by sale or other­
wise .#
At the end of each year with 
the depreciation of the hay 
machinery. (At this time debit 
the hay machinery Expense Acc’ t ) .
The balance of th is account w ill represent 
the value of the hay machinery.
I f  more is received for the machinery than the inventory value 
the difference should be credited to i'ro fit  and Loss; i f  le ss , 
the difference should be debited to Profit and Loss.
69.
(5 ).
Grain Machinery.
Debit this account with
The value of the machinery 
used exclusively in the pro­
duction of the various grain 
crops. (This does not include 
the machinery classified  as 
corn machinery.)
The cost of a ll  additions 
th is class o f machinery.
Credit this account with
The inventory value o f all- 
grain machinery that may have 
been disposed of by sale or 
otherwise.#
At the end o f each year with 
the depreciation o f the grain 
machinery. (At th is time debit 
the Grain Machinery Expense 
account).
to
The balance of this account w ill represent 
the value of the grain machinery.
# I f  more is received for the machinery than the inventory value, 
the difference should be credited to Profit and lo ss ; i f  less , 
the difference should be debited to Profit and loss .
( 6 ) .
Dairy Machinery.
Debit this account with Credit this account with
The value of a ll machinery 
used exclusively in the dairy.
The cost o f a ll additions to 
th is class of machinery.
The inventory value of a ll 
dairy machinery that may 
have been disposed of by sale 
or otherwise.#
At the end of each year with 
the depreciation of the dairy 
machinery. (At th is time debit 
the Dairy Machinery Expense 
account.)
The balance of th is account w ill represent 
the value o f the dairy machinery.
i i  more^is received for the machinery than the inventory value, 
the difference should be credited to Profit and lo ss ; i f  less , 
the difference should be debited to Profit and Loss.
(7 ) .
All Crop Machinery.
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"Debit th is account with
The value of the machinery 
used in the production of 
a ll  crops.
The cost of a ll additions to 
th is class of machinery.
Credit th is account with
The inventory value of a ll 
machinery of this class that 
may have been disposed of by- 
sale or otherwise. #
At the end of each year with 
the depreciation of the mach­
inery in th is class. (At this 
time debit the All Crop Machinery 
Expens e aecount.)
The balance of this account w ill represent 
the value of the machinery used in the pro­
duction of a ll the crops.
# I f  more is received for the machinery than the inventory value, 
the difference should be credited to the Profit and loss 
account; i f  less , the difference should be debited to the 
Profit and Loss account.
(8) .
Miscellaneous Machinery & Major Equipment.
Debit this account with
The value o f any machinery . 
not included in the foregoing 
classes, as, for example, 
power machinery.
The cost of a ll machinery 
of this class added to the 
equipment of the farm.
Credit this account with
The inventory value o f a ll 
machinery of th is class that 
may have been disposed of by 
sale or otherwise.#
At the end of each year with 
the depreciation of this class 
o f machinery. (See below).
The balance o f this account w ill represent • 
the value of the machinery not included in 
any of the foregoing classes.
r I f  more is received for the machinery than th is , the d if fe r -  
ence should be credited to Profit and Loss; i f  less , the 
difference should be debited to Profit and Loss.
Dotej; In the ease of the more valuable machines of this sort, 
it  w ill be found advisable to keep a separate account for 
each machine.
Miscellaneous Machinery Expense account should be debited witn the amount of the depreciation.
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(9 ).
Teams,
Debit this account with
The value of a ll horses and
mules on hand used for the 
work of the farm.
The value of a ll horses and 
mules acquired for th is pur­
pose hy purchase or otherwise.
Dredit th is account with
The inventory value of a ll  
horses and mules sold or other­
wise disposed of.#
The inventory value of a ll 
horses and mules lost by death.f#
At the end of the year with the 
depreciation of horses and 
mules. (See below).
The balance of the account w ill "represent 
the valtie of the teams.
# I f  more is received than the inventory value, the difference - 
should be credited to .Profit and Loss; i f  le ss , the d iffe r ­
ence should be debited to Profit and Loss.
iff The Profit and Loss account should be. debited for a ll losses 
by death.
ITote: The Teams Expense account should be debited for the amount
of the depreciation of teams.
(10) .
Tools and Miscellaneous I.'inor Equipment.__________
Plan Ho. 1.
Debit this account with
The value of a ll tools on hand.
The value of a ll tools pur­
chased or acquired.
Credit this account with
The inventory value of a ll too ls  
disposed of by sale or otherwise.
At the end of each yeax' with the 
depreciation of too ls . (At this 
time debit General Expense acc’ t ) .
The balance of this account w ill represent 
the value o f the too ls  on hand.
# I f  more is  received for the tools than the inventory value, 
the difference should be credited to Profit and Loss; i f  le ss , 
the difference should be debited to Profit and Loss.
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i l l )  .
Harness Equipment and Stable Supplies.
Debit this account with Credit this account with
The value of a ll harness equip­
ment on hand.
The value of a ll  harness equip­
ment purchased or otherwise 
acquired.
The inventory value of a ll har­
ness equipment disposed of by 
sale or otherwise.:’
At the end of the year with the 
depreciation o f harness equip­
ment. (At this time debit the 
Teams Expense account).
The ijalance of this account w ill represent 
the value of the harness equipment.
# I f  more is received for the hax’ness than the inventory value, 
the difference should be credited to Profit and lo ss ; i f  less , 
the difference should be debited to Profit and lo ss .
Debit th is account with
The original cost of trees 
and planting.
(12) .
Orchard.
Credit this account with 
(See below).
The cost of the care of the 
trees until the orchard reach­
es maturity. (This w ill in­
clude principally day and rate la ­
bor and w ill be secured from the 
labor record ).
The balance of th is account w ill represent 
the investment in the orchard.
(15) .
General Supplies.
Debit this account with Credit this account with
The cost o f a ll miscellaneous 
supplies on hand, such as 
lumber, cement, lime, nails, 
fencing m aterial, etc.
A ll purchases of the above 
class of materials or supplies
that are not used at once.
The cost of a ll miscellaneous 
supplies previously charged 
to this account, which are used 
in the yarious farm operations. 
(At this time debit the account 
for which they were used).
The balance of this account w ill represent 
uho value of the miscellaneous supplies on
lis&sL-____ _ ________ -.............. "——=-— ========
(14) .
■Dairy Cattle.
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Debit this account with
The value of a ll cattle on 
hand kept for the dairy and 
not for sale.
The cost of a ll cattle pur«)« 
chased for the dairy.
Credit this account with
The inventory value of a ll 
dairy cattle  lost by death. 
(At this time debit the 
Profit and loss account).
The balance of this account w ill represent 
the value of the dairy ca ttle .
I f  sold and the amount received for the cattle is greater than 
the amount at which they had been valued in the inventory, the 
difference should be credited to Profit and Loss; i f  less , the 
difference should be debited to Profit and Loss.
(15).
Dotes Receivable.
Debit this account with
The face value of a ll  notes or 
written promises of others to 
pay us.
Credit th is account with
A ll payments, in fu ll or in 
part, on the principal of 
these notes or written promises,
The balance of this account w ill represent 
the amount others owe us on notes or written 
promises.
(16) .
ITotes Payable.
Debit this account with
A ll payments, in fu ll or in 
part, on the principal 0f  
these written promises or 
not es.
Credit this account with
The face value of a ll  notes 
or written promises by us to 
pay others.
The balance of this account w ill represent 
the amount we owe to others on notes or 
written promises.
(17) .
Mortgage Payable.
74,
Debit this account with
All payments on the prin­
cipal of the mortgage.
Credit this account with
The face value of the mort­
gage.
The balance of this account w ill represent 
the amount remaining unpaid on the mortgage.
(18).
Personal Accounts.!
Debit these accounts
When people get into debt 
to us.
When we get out of their 
debt, in whole or in part.
Credit these accounts
When we get into debt to others,
When others get out of our 
debt, in whole or in part.
I f  the debit side of a personal account is 
the larger the balance o f the account rep­
resents the amount that person owes us; i f  
the credit side is  the larger the balance 
represents the amount we owe that person.
A separate account should be kept with each person or firm 
with whom we have dealings on credit. Co note transactions 
are included in these accounts, as they are provided for in 
the Dotes Receivable and Dotes Payable accounts.
(19).
Cash.#'
Credit1 this account with 
All cash paid out.
Debit this account with 
All cash received.
The balance of this account w ill represent 
the cash on hand.
?r ■*•)-# casn account, can be kept to advantage in a separate book 
v", xl x'ne 4ebit entries on one side and the credit entries on' the otner side.
(
Propr
Debit this account with
All withdrawals of capital 
from the farm.
I f  a net loss has been in­
curred in operating the farm 
as shown by the Profit and 
loss account, with the 
amount of such loss .
The balance o f this 
the net investment
0) .
et o r .
75.
Credit this account with
The amount of the farmer’ s 
net investment at the be­
ginning o f the year. (This 
w ill be the difference be­
tween the assets and the Liab­
i l i t ie s )  .
I f  a net profit has been earn­
ed in operating the farm as 
shown by the Profit and Loss 
account, with the amount of such 
p r o fit .
All additional investments o f 
the farmer in the farm.
account w ill represent 
f  the farmer.
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f i)  .
Extra Labor.
Debit this account with Credit this account with
All cash payments for extra
labor.
A ll payments in the form 
of farm products or services 
on account of extra labor.
(At this time credit the 
account representing these 
products or sei'vices).
All payments in the form of 
board and lodging on account 
o f extra labor. (At this time 
credit the Household account).
Any income which may be derived
from renting out extra, labor for 
which we ore paying.
At the end of each month with 
the balance of this account.
(At this time debit the var­
ious operating accounts ac­
cording to the amount of extra 
labor spent on each as deter­
mined by the labor record).
The balance of this account which is 
transferred to the operating accounts 
as indicated above, represents the cost 
o f day labor.
( 2 ) .
Regular labor.#
Credit this account withDehit this account with
All cash payments of regular 
labor.
A ll payments in the form of farm 
products or services on account 
of regular labor. (At this 
time credit the account repre­
senting these products or ser­
vices) .
A ll payments in the form o f board 
and lodging on account of regular 
labor. (At this time credit the 
Household account).
A ll rental fox* houses occupied by 
regular laborers. (At this time" 
credit the Profit and Loss ac­
count ).
Any income which may he de­
rived from renting out re­
gular labor for which we 
are paying.
At the end of each month 
with the balance of this 
account. (At th is time 
debit the various operating 
accounts according to the 
amount o f regular labor 
spent on each as determined 
by the labor record ).
The value of a ll labor o f the 
proprietor or of members of his 
family who do not receive cash or 
other wages. (At this time credit 
the Household account).
The balance of th is account, which is transferred to the opera 
ting accounts as indicated above, represents the cost of inhn-r
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(3) .
’earn Expense.
Debit this account with Credit this account with
A ll direct team expense, such 
as cash purchases of feed, 
farm products used for feed, 
veterinary fees, medicine, 
shoeing, harness repairs, etc.
A ll labor spent in feeding and 
taking care of teams. This 
w ill be determined from the labor 
records. (At this time, i .e .  at 
the end of each month, the labor 
account w ill be cred ited).
The depreciation indicated in the 
following accounts: Harness 
Equipment, Teams.
A proper portion of the balance 
o f the Buildings Expense ac­
count. (This w ill be determined 
according to the benefit the 
teams derive from the buildings a 
plained more fu lly  in another eon 
nection.) (At this time the Build' 
ings Expense Account w ill be cre­
dited) .
Any income derived from 
renting out teams.
At the end of the year with 
the balance o f this account. 
(The balance should be d is­
tributed among the various 
operating accounts according 
to the amount of team labor" 
spent on each as determined 
from the Team Record).
The value of the manure pro­
duce! by the teams. (At this 
time debit the F ertilizer ac­
count }.
The value a ll  co lts  raised 
on the farm.
ex-
The interest on the investment 
in Teams. (At this time credit 
the Interest on Investment ac­
count ).
The balance of th is account, which w ill 
be transferred to the various operating 
accounts as indicated above, represents 
the cost o f horse or team labor.
( 4 ) .
Buildings Expense.
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Debit this account with
The cost of a ll repairs to 
buildings.
At the end of the year with 
the depreciation on buildings 
as shown by the Buildings ac­
count .
At the end of the year with 
the interest on the invest­
ment in buildings. (At this 
time credit the interest on 
Investment account).
Credit this account with
At the end of the year with the 
balance of this account. This 
should be distributed amongthe 
various operating accounts in 
accordance with the uses to which 
the buildings have been put.
The balance of this account, which w ill be 
transferred to the debit side of the var­
ious operating accounts as indicated above, 
w ill represent the cost of maintenance of 
the buildings.
(5) .
Corn Machinery Expense.
Debit this account with
The cost of a ll  repairs and 
supplies to corn machinery.
At the end of the year with 
the depreciation of corn 
machinery as shown by the 
Corn Machinery account.
At the end of the year with 
the interest on the invest­
ment in corn machinery. (At 
th is time credit the Inter­
est on Investment account).
Credit this account with
At the end of the year with 
the balance of th is account. 
(At this time debit the Corn 
Eield Operating account).
The balance of th is account, which w ill 
be transferred to the debit side o f the 
Corn Field Operating account as indicated 
above, represents the cost o f maintenance 
of the corn machinery.
79( 6 ) .
Hay Machinery Expense
Debit th is account with Credil this account with
The cost of a ll repairs and 
supplies to hay machinery.
At the end of the year with 
the depreciation of the hay
machinery as shown by the 
Hay Machinery account.
At the end of the year with 
the balance of this account. 
(At this time debit the Hay 
Field Operating account).
At the end of the year with 
the interest on the investment 
in hay machinery. (At this 
time credit the Interest on 
Investment account).
i
The balance of this account, which w ill be 
transferred to the debit side o f the Fay 
Field Operating account as indicated above, 
w ill represent the cost of maintenance of 
the hay machinery. 7
(7) .
Grain Machinery Expense.
Debit this account with Cr edi4-U this aecoimt with
The cost of a ll repairs and 
supplies to grain machinery.
At the end of the year with 
the depreciation o f the grain, 
machinery os shown by the 
Grain Machinery account. <
At the end of the year with 
the interest on the invest­
ment in grain machinery. (At 
th is time credit the Interest 
on Investment account).
At the end of the year with the 
balance of this account. (At 
th is time debit the various 
grain operating accounts in 
accordance with the amount of 
time the grain machinery has 
been used on each). (This w ill 
be determined by means of a 
grain machine record ).
The balance of this account, which w ill be 
transferred to the various grain fie ld  oper­
ating accounts as indicated above, w ill rep­
resent the cost of maintenacne o f grain mach­
inery .
(8) .
Dairy Machinery Expense.
80.
Debit this account with
The cost o f a ll repairs and 
supplies to dairy machinery.
At the end of the year with 
the depreciation of the dairy 
machinery as shown by the 
Dairy Machinery Account.
Credit this account with
At the end of the year with 
the balance of this account, 
this time debit the Dairy(At 
Operating account).
At the end of the year with 
the interest on the invest­
ment in dairy machinery. (At 
th is time credit the Interest 
on Investment account).
The balance of this account, which w ill 
be transf en-ed to the debit side of the 
Dairy Operating account as indicated a- 
bove, w ill represent the cost of main­
tenance of the dairy machinery).
(9).
All Crop Machinery Expense.
Debit this account with
The cost of a ll repairs and 
supplies to the a ll crop 
machinery.
At the end of the year with 
the depreciation of the a ll 
crop machinery as shown by 
the a ll crop machinery ac­
count .
At the end of the year with 
the interest on the invest­
ment in a ll  crop machinery. 
(At th is time credit the Int­
erest on Investment account).
Credit this account with
At the end of the year with 
the balance of this account.
At this time the various op­
erating accounts should be 
debited in accordance with the 
amount of time the a ll crop 
machinery was used on each. 
(This w ill be determined from 
the machine record ).
which w ill 
side of the 
indicated 
o f main-
The balance of th is account 
be transferred to the debit 
various operating accounts as 
above, w ill represent the cost 
tenance of the a ll crop machinery.
Miscellaneous
Debit this account with
(10) .
Ma eh in er y Mxp erse, ?
Credit this account with
01.
The cost of a ll  repairs and 
supplies to miscellaneous 
machinery.
At the end o f the year with 
the depreciation of the 
miscellaneous machinery as 
shown by the Miscellaneous 
Ma eh in er y a c c o unt.
At the end of the year with the 
balance of this account. (At this 
time debit the various operating 
accounts in accordance with the 
use to which the miscellaneous 
machinery has been put). (This 
w ill be determined by means of the 
machine record ).
At the end of the year with 
the interest on the invest­
ment in miscellaneous mach­
inery. (At th is time credit 
the Interest on Investment 
account).
The balance of this account, which w ill 
be transferred to the debit side of the 
various operating accounts as indicated 
above, w ill represent the cost of main­
tenance of the miscellaneous machinery.
# As explained in connection with the Miscellaneous Machinery 
account, miscellaneous machinery refers to a ll  farm machinery 
not properly to be included in any o f the other classes. In 
the case of the more valuable machines, such as traction eng­
ines, e tc ., it  is  advisable to keep a separate account for 
each machine and in that event a separate expense account 
should also be kept for each machine.
(11) .
Insurance.
Debit this account with Credi this account with
A ll cost of insurance o f 
farm property.
The balance of this account, which w ill 
be transferred to the debit side of the 
various operating accounts as indicated 
above, w ill represent the cost of insur­
ance and taxes for the year.
Mote: See page for manner of handling prepaid or accrued
insurance.
(12).
Taxes.
Délit this account with Credi th is account with
All payments of taxes on 
farm property.
The balance of this account, which will 
he transferred to the dehit side of the 
various operating accounts as indicated 
above, w ill represent the cost of taxus- 
for the year.
Dote: See page for manner of handling pre­
paid or aceured taxes.
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(13) .
F e rtilize r .
Debit this account with
The cost of a ll fe r t iliz e r  
purchased.
The value of a ll barn manure 
produced on the farm. (At this 
time credit the various live  
stock accounts).
Credit this account with
All interest received on Dotes 
Receivable.
I f  there is a balance in this account, 
it  w ill Represent the value of the fer­
t i l iz e r  on hand which has not yet been 
applied to the s o il .
(14).
Interest and Discount.
Debit this account with
All payments of interest on 
mortgages or notes payable 
by us to others.
Credit th is account with
All interest received on Dotes 
receivable.
I f  the debit side of this account is the 
larger it w ill represent a loss and should 
be transferred to the debit side of the 
profit and loss account; i f  the credit side 
of this account is the larcger it  w ill repre­
sent^  gain and should be transferred to the 
credit side of the Profit and Loss account.
Dote: See page for manner of handling prepaid or
accrued interest.
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(15) .
General Expense.
Del)it this account with Credit th is account with
All expense not properly 
chargeable to any of the 
special expense or opera­
ting accounts.
At the end of the year with the 
balance o f th is account. (At this 
time debit the various operating 
accounts). Dote: The vasis on
which this should be distributed 
w ill be explained elsewhere.
The balance of this account, which w ill be 
transferred to the debit side of the various 
operating accounts as indicated above, w ill 
represent the expense not properly chargeable 
to the special expense or operating accounts.
Corn )
Wheat )
Oats ) Inventory. #
Timothy )
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Debit these accounts with Credit these accounts with
The value of a ll corn (wheat, 
cats, timothy) on hand at 
the end of the season as shown 
by the Corn (wheat, oats, timothy) 
Operating accounts.
The value of a ll corn (wheat, 
oats, timothy) previously 
charged to th is account that 
is used on the farm.
After a ll the corn (wheat, oats, timothy) 
has been sold the balance of this account 
w ill represent the difference between the 
estimate of what the corn (wheat, oats, 
timothy) would realize and the amount act­
ually received for i t .  I f  the debit side 
o f the account is the larger the balance 
w ill represent that the estimate of what 
it  would realize (indicated by the credit 
entry in the operating account) was too 
high and the balance should accordingly be 
transferred to the debit side of the Profit 
and Loss account; i f  the credit side is  the 
larger the balance w ill indicate that more 
was realized than was expected and the bal­
ance should be transferred to the credit side 
of the Profit and '.oss account.
I f  the value of the corn (wheat, oats, 
timothy) on hand at the end of the year be 
estimated at the price they would bring on the 
market at that time, the balance of this account 
w ill represent the loss or gain which is due to 
keeping the corn (wheat, oats, timothy) instead 
.of selling it sooner.
A separate account should he kept for each crop.
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Household.
Debit his account with Credit this account with
All personal or household ex­
penses of the farmer.
The value of a ll  farm products 
used in the household. (At th i 
time credit the various oper­
ating accounts).
The value of the proprietor’ s 
labor, which is spent in the 
operation of the farm.
The value o f the labor spent in 
the operation o f the farm by 
members o f the household who dc 
not receive wages.
All withdrawals of cash for per­
sonal or household use by the 
farmer.
All farm labor and farm costs in 
curved for the household, such a 
man and team labor, e tc ., spent 
on the garden. (The garden may 
be considered as belonging to thè 
household rather than to the farm).
he value o f the board and lodg­
ing of a ll day and rate laborers, 
See Day labor and Date labor ac­
counts. )
i l l  income from the sale of gar­
den produce.
The rental value of the dwelling,.
The balance of this account w ill represent 
either a net withdrawal or a net additional 
investment by the farmer. I f  the debit side 
is the larger the balance w ill represent a 
net withdrawal and should be transferred to 
the de it  side of the Proprietor account; i f  
the credit side is  the larger the balance w ill 
represent a net additional investment and 
should be transferred to the credit side of the 
•Proprietor account.
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Operating Accounts.
( 1 ) .
Field Bo. 1. Corn 1912.
Debit th is account with Credit this account with
All direct costs incurred in 
raising corn on fie ld  Bo. 1, 
such as seed, etc.
All sales of corn produced 
on this f ie ld .
At the end of each month with 
the extra labor and regular 
labor spent on this fie ld .
This w ill be determined from 
the labor record. (At this 
time credit the extra babor 
and Regular Labor accounts).
At the end of the year with 
the share of the balances of the 
following accounts which are 
assignable to Field So. 1.
Team Expense, Corn Machinery 
Expense, All Crop Machinery 
Expense, Miscellaneous mach­
inery Expense, Insurance,
Taxes, Buildings Expense, 
F ertilize r , and General Ex­
pense .
The value of a ll  corn produced 
on this fie ld  that i t  used on 
the farm for seed, feed, etc.
At the end of the crop season 
with the value of the corn pro­
duced on this fie ld  remaining 
on hand. (At th is time debit 
the Corn Inventory account).
The interest on the value of 
the land in Field Bo. 1. (At 
this time credit the Interest 
on Investment account).
The balance of this account w ill represent 
the gain or loss resulting from the raising 
of corn on Field no. 1. I f  the debit side" 
is the larger, the balance w ill represent a 
loss and should be transferred to the debit 
side o f the Profit and loss account; i f  the 
credit side is the larger, the balance w ill 
represent a gain and should be transferred 
to the credit side of the Profit and loss  
account.
Bote: I f  it  is  desired to know the cost of producing corn per
bushel, the tota l number o f bushels produced on this 
fie ld  should be divided into the tota l cost which is re ­
presented by the tota l o f the debit side of this account: 
Li uhe cost per^acre is desired the to ta l number of acres 
m this fie ld  should be divided into the tota l cost of 
producing the corn.
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( 2 ) .
F ie ld  l o .  2. Theat 1912.
Debit this ac count with Credit this account with
A ll direct costs incurred in 
raising wheat on Field Do. 2, 
such as seed, etc.
At the end of each month with 
the extra labor and regular 
labor spent on this f ie ld .
This w ill be determined from the 
labor record. (At this time cre­
dit the Extra Labor and Begular 
Labor accounts).
At the end of the year with the 
share of the balances o f the 
following accounts which are 
assignable to Field Eo. 2;
Team Expense, Grain Machinery 
Expense, All Crop Machinery 
Expense, Insurance, Taxes, 
Building Expense, F ertilizer , 
Miscellaneous Machinery Expense, 
and General Expense.
All sales of wheat produced on 
this f ie ld .
The value of a ll wheat produced 
on th is fie ld  that is used on 
the farm.
At the end of the crop season 
with the value o f the wheat pro­
duced on this fie ld  remaining on 
hand, (At this time debit the 
Eheat Inventory account).
The interest on the value of the 
land in Field Eo. 2. (At this 
time credit the Interest on In­
vestment Account).
The balance o f this account 7/ill represent 
the gain or loss resulting from the raising 
o f wheat on Field Eo. 2. I f  the debit side 
is the larger, the balance w ill represent a 
loss and should be transferred to the debit 
side of the Profit and Loss account; i f  the 
credit side is the largei', the balance w ill 
represent a gain and should be transferred 
to the credit side of the Profit and Loss 
account.
Eote: I f  it  is desired to know the cost of producing wheat per
acre, the tota l number of acres in Field Eo. 2 should be 
divided into the tota l cost o f producing the wheat which 
is represented by the debit side of this account; i f  the 
cost of producing wheat per bushel is  wanted, the tota l 
number of bushels produced on Field Eo. 2 should be divided 
into the total, cost of producing the wheat.
(*3).
F ie ld  Ho. 5*. Oats 1912.
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Debit this account with
All direct costs incurred in 
raising oats on Field Do. 3, 
such as seed, etc.
At the end of each month with 
the extra and regular labor 
spent on th is fie ld . IHis 
w ill be determined from the la ­
bor record. (At this time cre­
dit the Extra labor and Regular 
Labor accounts).
At the end of the year with the 
share o f the balances of the ifcl 
following accounts which are as­
signable to Field Do. 3; Team 
Expense, Drain machinery Expense 
Miscellaneous Machinery Expense, 
All Crop Machinery Expense, 
Buildings Expense, Insurance, 
Taxes, F ertilizer, and General 
Expense.
Credit this account with
All sales o f oats produced on 
this fie ld .
The value of a ll the o&ts pro­
duced on this fie ld  that is used 
on the farm.
At the end of the crop season with 
the value of the oats produced on 
;his fie ld  remaining on hand. (At 
this time debit the Oats Inventory 
ccount).
The interest on the value of the 
land in Field Do. 3. (At this 
time credit the Interest on 
Investment account).
The balance of this account w ill represent 
the gain or loss resulting from the ra is­
ing of oats on Field Do/ 2. I f  the debit 
side is the larger the balance w ill repre­
sent a loss and should be transferred to 
the debit side of the Profit and Loss ac­
count; i f  the credit side is the larger, 
the balance w ill represent a gain and 
should be transferred to the credit side 
of the Profit and loss account.
Dote: lx it  is desired to know the cost of producing oats per
acre, the^number of acres in Field lo .  3 should be divid­
ed into the cost o f producing the crop which is represen­
ted by the tota l of the debit side o f this account; i f  the 
cost of producing oats per bushel is wanted, the tota l 
number of bushels o f oats produced on this fie ld  should 
be divided into the cost of producing the oats.
f 4 ) .
F ie ld  Ho. 4. Timothy 1912/
Debit this account with
A ll direct costs incurred in 
raising timothyon Field Mo.
4, such as seed, etc.
At the end o f each month with 
the extra and regular labor 
spent on this fie ld . This 
w ill be determined from the 
labor record. (At this time 
credit the Extra Labor and 
Begular Labor accounts).
At the end of the year with the 
share o f the balances of the 
following accounts which are 
assignable to Field Ho. 4;
Teams Expense, Hay Machinery 
Expense, A ll Crop Machinery 
Expense, Miscellaneous Mach­
inery Expense, Insurance,
Taxes, Buildings Expense, Fer­
t i l i z e r ,  and General Expense.
The interest on the value of the 
land in Field Ho. 4. (At this 
time credit the Intei'es on Inv­
estment account).
Credit this account with
All sales of timothy produced on 
this fie ld .
The value of a ll timothy pro­
duced on this fie ld  that is used 
on the farm.
At the end o f the crop season with 
the value of the Timothy prodiiced 
on th is fie ld  remaining on hand. 
(At this time debit the Timothy 
Inventory account).
The balance of this account w ill represent 
the gain or loss resulting from the raising 
of timothy on Field Ho. 4. I f  the debit side 
is the larger, the balance w ill represent a 
loss and should be transferred to the debit 
side of the Profit and Loss account; i f  the 
credit side is  the larger, the balance w ill 
represent a gain and should be transferred to 
the credit side of the Profit and Loss account).
Hote: I f  it  is desired to know the cost o f producing timothy per
acre, the number o f acres in Field Ho. 4 should be divided 
into^ the cost o f producing the timothy which is represented 
oy the debit side of this account; i f  the cost per ton is 
desired the tota l number of tons produced should be divided 
into the cost o f producing the timothy.
(5) .
Field Ho. 5. Pasture 1912.
Debit this account with Credit this account with
90.
All direct costs o f prepar­
ing this f ie ld  for pasture.
At the end of each month with 
the extra and regular labor 
spent on this fie ld . This 
w ill be determined from the 
Labor record. (At this time 
credit the Extra Labor and 
Regular Labor accounts).
At the end of the year with 
the share o f the balances of 
the following accounts assign­
able to this fie ld : Teams Ex­
pense, All Crop Machinery Ex­
pense, Miscellaneous Machinery 
Expense, Hay Machinery Expense, 
Insurance, Taxes, F ertilizer , 
Buildings Expense, and General 
Expense.
All income that may be secured 
from this f ie ld , as, for ex­
ample, rental for pasturage.
An amount representing the value 
of the pasturage to the liv e  
stock of the farm.
The interest on the value of the lan 
land in Field Ho. 5. (At this 
time credit the Interest on 
Investment account).
The balance of this account w ill represent 
the gain or loss resulting from the oper­
ation of this fie ld  as a pasture. I f  the 
debit side is the larger, the balance w ill 
represent a loss and should be transferred to 
the debit side of the Profit and Loss account; 
i f  the credit side is the larger, the balance 
w ill represent a gain and should be transferred 
to the credit side o f the Profit and Loss account.
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(6} .
Feeding Cattle,
Debit this account with
The cost o f a ll cattle bought 
for feeding purposes.
Credit th is account with
All sales o f feeding cattle,
The value of a ll feed pur­
chased for these cattle .
The value of a ll farm products 
and pasturage used as feed for 
these ca ttle .
The share of the balances of the 
following accounts properly as­
signable to these cattle : Extra 
labor, Regular Labor, Teams Ex- 
ense, Buildings Expense, Insur­
ance, Taxes, and General Expense.
All expense incurred in putting 
these cattle  on the market.
The interest on the investment in 
these ca ttle , estimated fun the 
time such investment is made. (At 
this time credit the Interest on 
Investment account).
At the end of the year with the 
cost price of the feeding cattle 
on hand. (After the account has 
been closed for the year, th is 
amount should be transferred to 
the debit side of the new account 
for the coming year).
The balance of th is account w ill represent 
the gain or loss resulting from the feed­
ing ^of cattle for market purposes. I f  the 
debit side of this account is the larger, 
the balance w ill represent a loss and should 
be transferred to the debit side of the Profit 
and Loss account; i f  the credit side is the 
larger, the balance w ill represent a gain and 
should be transferred to the credit side of the 
Profit and Loss account.
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( 7 ) .
Dairy Operating.
Debit 4*Uhis account with Credit this account with
All direct expenses incurred 
in operating the dairy, such 
as cash purchases of feed, farm 
puuduets used as feed, past­
urage, dairy supplies, etc/
The cost o f manufacturing and 
marketing dairy products.
The share of the balances of the 
following accounts properly as­
signable to th is account; Extra 
labor, Regular Labor, Teams Ex­
pense, Dairy Machinery Expense, 
Miscellaneous Machinery Expense, 
Buildings Expense, Insurance,
Taxes, and General Expense.
The depreciation on the dairy cows. 
This w ill be secured from the 
Dairy Cattle account.
The interest on the Investment in 
Dairy Cattle. (At this time 
credit the Interest on Investment 
account).
All sales o f dairy products, 
such as milk, cream, but1e r , 
cheese, etc .
The value of a ll dairy pro­
ducts used in the household.
The value of a ll  dairy pro­
ducts used on the farm as feed 
for hogs, poultry, etc.
The sales o f a ll calves of the 
dairy ca ttle .
The value of a ll  calves o f 
dairy cows that are kept on 
the farm as a part o f the 
dairy herd. (At this time 
debit the Dairy Cattle account)
The value of a ll manure pro­
duced by dairy ca ttle .
The balance of this account w ill represent 
the gain or loss resulting from the oper­
ation of the dairy. I f  the debit side is the 
larger, the balance w ill represent a loss and 
should be transferred to the debit side of 
the Profit and Loss account; i f  the credit 
side is the larger, the balance w ill represent 
a gain and should be transferred to the credit 
side o f the Profit and Loss account.
95(8).
Hogs Operating.
Debit this account with
The value of a ll  hogs on 
hand at the "beginning o f 
the year.
The value of a ll hogs pur­
chased.
All cash purchases of feed 
for hogs, a ll farm products 
used as feed, a ll  other d i­
rect expenses incurred in 
raising hogs.
The share o f the "balances 
of the following accounts 
properly assignable to this 
account: "Extra Labor, Keg-
ular Labor, Teams Expense, 
Buildings Expense, Insur­
ance, Taxes, and General 
Expense.
The interest on the invest­
ment in hogs, estimated for 
the time of such investment. 
(At this time credit the Int­
erest on Investment account.)
Credit this account with
All sales of hogs.
The value of a ll hogs used in 
the household.
At the end of the year with 
the value of the hogs on hand. 
After the acccung has been 
closed for the year this amount 
should be transferred to the de­
bit side of the new account for 
the coming year.
The balance of this account w ill represent 
the gain or loss on hogs. I f  the debit side 
is the larger, the balance w ill represent a 
loss and should be transferred to the debit 
side of the Profit and Loss account; i f  the 
credit side is the larger the balance w ill 
represent a gain and should be transferred 
to the credit side of the Pi-ofit and Loss 
account.
(9) .
P ou ltry  Operating.
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Debit this account with
The value of a ll poultry on 
hand at the beginning o f the 
year.
The value of a ll poultry 
purchased.
A ll cash purchases of feed 
for poultry, a ll farm pro­
ducts used for poultry feed, 
a ll other direct expenses 
incurred in connection with 
the poultry.
The share of the balances of 
the following accounts proper­
ly assignable to this account: 
Extra Labor, Begular Labor, 
Teams Expense, Buildings 
Expense, Insurance, Taxes, 
and General Expense.
The interest on the invest­
ment in poultry. (At this 
time credit the Interest on 
Investment account).
Credit th is account with
All sales of potiltry and 
poultry produce.
The value of a ll poultry an<3 
poultry produce used in the 
household.
At the end of the year with 
the value of the poultry on 
hand. After the account has 
been closed for the year this 
amount should be transferred 
to the debit side of the new 
account for the coining year.
The balance of this account w ill represent 
the gain or loss on poultry. I f  the debit 
side is the larger, the balance of the ac­
count w ill represent a loss and should be 
transferred to the debit side o f the Profit 
and Loss account; i f  the credit side is the 
larger the balance of the account w ill repre­
sent a gain and should be transferred to the 
credit side of the Profit and Loss account.
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(10) .
Sheep Operating.
Debit this account with
The value o f a ll  sheep on hand 
at the beginning of the year.
The value of a ll  sheep purchased
All cash purchases of feed for 
sheep, a ll farm products used as 
feed for the sheep, pasturage, 
a ll other direct expenses in­
curred in connection with the 
sheep.
The share of the balances of the 
following accounts assignable 
to th is account: Extra Labor, 
Regular Labor, Teams Expense, 
Buildings Expense, Insurance , 
Taxes, and General Expense.
Credit this account with
All sales o f sheep.
All sales of wool.
A ll sheep used in the household.
At the end of the year with the 
value of the sheep on hand.
After the account has been closed 
for the year, this amount should 
be transferred to the debit side 
of the account for the coming 
year.
The inter’ est on the Investment 
in sheep, estimated for the 
time of such investment. (At 
this time credit the Interest 
on Investment account).
The balance of this account w ill represent 
the gain or loss on sheep. I f  the debit side 
is the larger, the balance w ill represent a 
loss and should be transferred to the debit 
' side of the Profit and Loss account; i f  the 
credit side is the larger the balance w ill 
represent a gain and should be transferred 
to the credit side of the Profit and Loss 
account.
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(11) .
Orchard Operating.
Debit this account with
A il direct expenses incurred 
in operating the orchard, such 
as barrels, crates, etc. for 
market ing.
A ll cost of trees purchased 
to keep up the orchard.
A ll Extra and Regular labor 
spent on the orchard as shown 
by the labor record. (At this t i  
time credit the Extra Labor and 
Regular Labor accounts).
A ll team labor spent on the
orchard as shown by the Team 
Record. (At this time credit 
the Teams Expense account).
The interest on the value of 
the Orchard and of the land 
in the orchard. (At this time 
credit the Interest on Invest­
ment account).
Credit this account with
All income from the sale of 
fru it from the orchard.
The value of a ll  fru it from 
the orchard used in the House­
hold. (At this time debit the 
Household account).
The balance of this account w ill represent 
the loss or gain resulting from the oper­
ation of the orchard. I f  the debit side i f  
the larger the balance w ill represent a loss 
and should be transferred to the debit side 
Qf^be Profit and Loss account; i f  the credit 
side  ^is  the larger, the balance w ill represent 
a gain and should be transferred to the credit 
side of the Profit and Loss account.
Debit this account with
The value of a ll corn used 
for the purpose of ensilage. 
(This w ill include the same item 
that are contained in the Corn 
Operating account).
Interest on the investment in 
the s i lo ,  depreciation and re­
pairs o f the s ilo , interest on 
the investment in ensilage mach­
inery, depreciation and repairs 
of ensilage machinery, and cost 
of operating the ensilage 
machinery.
Credit this account with
The value of the ensilage fed 
to the liv e  stock. At this 
s|tine debit the various live  
stock accounts. (The amounts 
fed to the different kinds of 
live  stock w ill be determined 
from the feeding record).
The
the
purpose 
cost of
of this account 
ensilage and to
cost among the various live
is to determine 
distribute its  
stock accounts.
(13).
Miscellaneous Income.
Debit this 
end of the
, - p
account at the 
year with the 
balance o f the account.
(At this time credit Profit 
and Loss account).
Credit th is account with 
All miscellaneous income,
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(1 4 ).
Interest on Investment.
Debit th is account with Credit this account with
At the end of the year with 
the credit balance of this 
account. (At this time 
credit the Profit and Loss 
account).
The interest on the investment 
in the different forms of farm 
capital as shown by the follow ­
ing accounts: Seams Expense, 
Buildings Expense, Corn Mach­
inery Expense, Bay Machinery 
Expense, Grain Machinery Expense, 
Dairy Machinery Expense, All 
Crop Machinery Expense, Mis­
cellaneous Machinery Expense,
Field lo . 1, Field So. 2, Field 
Wo. 3, Field No. 4, Field So. 5, 
Feeding ca ttle , Dairy Operating, 
Hogs Operating, Poultry Operating, 
Sheep Operating, Ensilage, Orchard 
Operating.
The balance of this account, which w ill be 
transferred to the Profit and Loss account 
as indicated above, w ill represent the 
interest on the investment in farm capital 
which has been charged to the various oper­
ating accounts as an item in the cost of 
operating the farm.
(1 5 ) .
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Profit and lo ss .
Debiit th is account with
The dehit balances of the f o l ­
lowing accounts: Interest and 
Discount, Marketing Expense, 
Field Do. 1, Field lo . 2, Field 
Do. 3, Field Do. 4, Field Do. 5 
Feeding Cattle, Dairy Operating 
Hogg, Operating, Poultry Oper­
ating, Sheep Operating, and a ll 
other operating accounts which 
may he kept.
The dehit balances of the inv­
entory accounts.
All losses on assets incurred 
during the year, such as 
(a) Losses due to the sale 
o f assets for less than the 
inventory value.
(h) Losses due to the destruc­
tion  of assets by f ir e , e tc ., n 
covered by insurance.
( c ) .  Losses due to the death o 
teams or dairy ca ttle .
Credit this account with
The credit balances of the follow­
ing accounts; Interest and Dis­
count, Marketing Expense, Field 
Do. 1, Field Do. 2, Field Do. 3, 
Field Do. 4, Field Do. 5, Feeding 
Cattle, Dairy Operating, Hogs 
Operating, Poultry Operating,
Sheep Operating, and a ll other 
operating accounts.
All profits accruing from the 
sale o f assets, e .g . when assets 
are sold for an amount greater 
than the amount at which they 
had been carried in the inventory.
The credit balances of the inven­
tory account.
The balance of the interest on 
t Investment account.
The balance of the Emfeeellaneous 
Income account.
The rental value of the farmer’ s 
dwelling and the houses of farm 
laborers who live  on the farm.
I f  the credit side of th^is account is the 
larger, the balance w ill represent the net 
gain of the farm for the year and it  should 
be transferred to the credit side of the 
Proprietor account; i f  the debit side of the 
account is the larger, the balance w ill rep­
resent a net loss and should be transferred 
to the debit side of the Proprietor account.
Chapter 71.
THE VALUATION AED DEPRECIATION 
OF THE FIXED ASSETS.
THE VALUATION OF THE LAID.
The valuation of the assets of the farm con­
stitutes one of the most d ifficu lt  problems in farm 
accounting. The greater part of the value of the fixed 
assets is in the form o f land. One of the f ir s t  things 
the accountant must do is to decide upon a basis for the 
valuation of the land.
There are three bases which may be considered:
1. The purchase or cost price of the land.
2. The capitalized earning power pf the land.
3. The market price of the land.
Accountants, as a ru le, prefer to value fixed 
assets, and especially land, according to the f ir s t  basis, 
i . e .  the actual cost of the land.^1 ' One reason advanced 
for this is that a gain should not be entered on the books 
until it  is realized in an actual transaction. I f  the 
value of the land should be written up on the books, the 
proprietor’ s account would need to be written up corres­
pondingly. This would indicate a gain although no trans-
(l)Bentley,H.C. The Science o f  Accounts, pp. 139-140. 
Hatfield,H.R. Modern Accounting, pp. 80-85.
Webner, F.E. Factory Costs, p. 159.
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action had actually taken place. Another reason is  that the 
inventory of fixed assets should he made up on the basis 
of their value to the business as a ’’ going concern” . This 
value is best indicated by the value at the time of pur­
chase, and does not vary d irectly  with changes in the mar­
ket price.
I f  farm land varied but slightly  in its  market value 
or i f  the market value were subject to uncertain fluctua­
tions, the same rule would be the best to apply in this 
case. This, however, is not the true situation. Changes 
in the value of farm land are almost always in one d irect­
ion, namely upward, and the Movement is apt to be a steady 
one. Likewise, the change in value is often so great that 
to continue to value the land on the books at its  cost 
price is  to misrepresent the true investment of the farmer, 
both with respect to the tota l investment and to the prop­
ortions in which the different forms of farm capital are 
combined.
It is also important that the farmer’ s gains 
from the operation of his farm be kept d istinct from the 
gains resulting from the increase in the land value. I f  
the land is carried on the books at its  cost price when 
its  market price is  much higher, the true interest on the 
investment in land, which is an item properly to be in­
cluded in the cost o f operating the farm, cannot be ob­
tained. As a consequence, the operating profits  w ill
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appear larger than they actually are, which is due to the 
fact that the gain resulting from the so-called  unearned 
increment has been confused with the gain resulting from 
the operation of the farm. This w ill he made clear hy the 
following illustration .
Let us assume two farmers, A and B, who are en­
gaged in farming under exactly similar conditions, with the 
exception that A, who purchased his land ten years ago, 
values it  at $100 an acre which was the price he paid for 
it  at that time, whereas B, who purchased his land one 
year ago, values it  at $200 an acre which was the price 
he paid for i t .  The producing power o f the land, however, 
is  the same. According to our assumption, the cost of 
operating the farm in each case w ill be the same except for 
the interest on the investment in the land. I f  the cost of 
producing corn, not including the interest on the value of 
the land, is $7 an acre, it  is  evident that i f  we include 
interest at 5 %  the cost for A  w ill be raised to $12 an acre 
and the cost for B w ill be increased to $17 an acre. The 
$5 an acre difference is not due to a difference in the 
efficiency  of operation nor to a difference in the productivity 
o f the land, but is merely the interest on the gain resulting 
from an increase in land values in the community.
The capitalized earning power of the land is also 
open to objections as a basis for the valuation o f the land.
103
The real earning power of the land is a factor depending 
upon so many variables that it  is  almost impossible to 
determine it  a ccu ra te ly .^  The character o f the season, 
the kinds of crops raised, the intensiveness or extensive­
ness of cu ltivation , the e fficien cy  of operation of the 
farm a ll  have an influence in determining the earning power 
of the land.
The market price of the land as determined by the 
sale o f land in the immediate lo ca lity , or by the actual 
offers of buyers for the land, is  probably the best basis 
of valuation, although it  also is not wholly free from ob­
je c t io n s .^  It has the advantage of furnishing a correct 
comparison of the investment in the different forms of 
farm capital. It furnishes a correct basis for ascertain­
ing the true cost of operating the farm, and thus keeps the 
operating gains separate from the gains due to increases 
in land values. The principal criticism  to be made of this 
basis is its  re la tiv ity . The factors combining to determine 
the price a buyer may be w illing  to pay for a piece of land 
are various, and hardly ever the same in the case o f two 
different pieces o f land, personal interests are often in­
volved in the price for which a piece of land is  sold. This 
objection, however, is not a very practical one i f  average
(1) laur,E. Grundlagen und Methoden der Bewertung.Buchhaltung,
und xalkulation in der Landwirtschaft. p. 37. 2
(2) Krafft,G. Die Betriebslehre. p. 210.
104
sales in the lo ca lity  are used as a basis rather than any 
one particular sale.
A writing up of the value of the land should, 
under any circumstances, he done conservatively, and only 
after it is  certain that the r ise  in land value is permanent.
LAID IMPROVEMENTS.
In handling the land account on the hooks a con­
siderable d ifficu lty  presents i t s e l f  in the form of the im­
provements other than the buildings. Some prefer to keep 
the improvements separate from the land in the accounts, but 
the advantage of such a practice is questionable. T he value 
of the improvements is always merged with the value o f the 
land to such an extent that any separation w ill , o f necessity, 
be a highly arbitrary one. There is also no advantage in 
keeping the two separate for the purpose of estimating the 
depreciation, as a ll  repairs or replacements of land improve­
ments should be charges as current expense, and these w ill 
take the place o f depreciation by v irtually  replacing the 
improvement from time to time.
When improvements are being made it  is  a good 
practice to open separate accounts temporarily until the 
improvement has been completed and the tota l cost of the 
same ascertained, then to close the account into the nand 
account.
In the matter of improvements it  is not safe to
lay down any general ru le, hut a careful study should he 
made o f each case. In general, a ll  improvements may he 
grouped under some one of the following heads:
1. Drains.
2. Wells, water fa c i l i t ie s . (Windmills, e t c . .)
3. Orchards.
4. Fences.
5* Roads«
6. F ertility .
DRAINS.
under this head would he included principally 
t i l in g , drainage ditches, e tc ., where permanent t ilin g  
is  done, the value of the land is permanently increased 
to an extent appreciably greater than the actual cost of 
the t i l in g . In view of that fact i t  is proper and in ac­
cord with conservative accounting principles to write up 
the value of the land hy changing the cost of t i l in g  to 
the Land account. Any repairs or replacements o f t i l in g  
already installed , on the other hahd, should he considered 
a current expense and he entered on the hooks as such.
WATER FACILITIES.
Good water fa c i l i t ie s  likewise add to the value o f 
the farm as a whole, wlthough th is is  not so true as a 
general principle as is the increase in value due to the 
installation  of a good drainage system. I f  it  is evident 1
(1) Card,F.W. Farm Management, p. 149.
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that the value of the farm has been increased hy the 
digging of w ells, it  is proper to charge their cost to 
the Land account, thus writing up the value o f the land.
I f  there is  any question, however, it  is  better to con­
sider the cost of the wells an expense and to treat i t  so 
on the books. This is  the more conservative position to 
take at a ll times, and therefore probably also the wiser.
It is unfair to charge a ll the expense of new wells to any 
one year, so a deferred asset account should be opened 
and a certain portion of this be written o f f  each year, 
thus spreading the expense over a number of years.
Windmills and other pumping devices should be 
treated separately. Usually it  w ill be advisable to 
open an account with these which should be debited for 
the original cost, including the cost aif construction or 
in sta llation . A fa ir  rate of depreciation should be 
charged o f f  each year as in the case of the other mech­
anical equipment.
ORCHARDS.
Orchards furnish the farm accountant with a 
perplexing problem. In most cases an orchard adds to 
the value o f the farm, but this is  not invariably true, 
likewise the increase in value is not necessarily a per­
manent one. The extent of the increase as well as its  
permanency w ill depend upon the character o f the orchard 
and the care it  receives, therefore it  is not safe to lay
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down a general rule. In the case o f a young growing or­
chard it  is  wise to open a special account. This ancount 
should he charged with the original cost of the trees and 
planting, together with the annual cost o f care until the 
orchard has readied maturity. (1 ). This places a conserva­
tive  value on the orchard. I f  the orchard is  properly kept 
up it  should not depreciate in value and the balance o f 
this account should remain the same . All replacements 
of trees as well as the cost of care after the orchard 
has reached maturity should he treated on the hooks as 
current expense. I f  the orchard is important enough a 
separate operating account may he opened for it  which is 
debited with a ll orchard expense and credited with al] 
orchard income.
EE1TCSS.
There are re la tive ly  few eases in which fencing 
should he considered other than as a farm expense. (2)
In the case where a run-down farm is  being built up it  
is  not proper to charge the entire cost of fencing to 
one year, as this would make that year appear at a d is-
(1 )  . Card,E.W.-Farm Management. p.151.
Krafft ,0 .-hie Betriehslehre. p. 212.
Bauér,E. -Grundlagen und r.Jethoden der Bewertung,
Buchhaltung und Kalkulation in der Bandwirt- 
schaft. p. 40.
(2 )  . Car&,F.W.-Farm Management. p. 150.
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advantage in comparison with the preceding and succeed­
ing years. The more nearly the accountant succeeds in 
charging the expense to the period in which it  properly 
belongs the more valuable for purposes of comparison 
w ill be the information furnished by his accounts. This 
distribution o f the fencing expense over a longer period 
can be secured, as was suggested above in the case of 
water fa c i l i t ie s ,  by opening up a deferred asset account 
and then charging o f f  a certain amount to the profits 
o f each year. TThen the fencing expense consists merely 
o f repairs and replacements it  w ill be found satisfactory 
to treat it  as current expense to be taken out o f the 
profits of the current year.
HOADS.
There are two classes of roads which the farm 
accountant must take into consideration.
1. Public roads adjoining the farm.
2. Private roads within the farm lim its.
Specially constructed or hard roads(macadamized, 
concrete, e tc .) add materially to the value of the property 
adjoining them. Usually they are constructed b y the town­
ship, county, or state. In that event they should be con­
sidered only indirectly  in connection with the farm accounts, 
i .  e. as one o f the factors having an influence in 
determining the value of the land. On the other hand
where the cost o f construct ion is home wholly or in part 
hy the owners of the abutting property the roads should 
be given direct consideration in the farm accounting 
system. In this event the cost of the roads should be en­
tered as a debit in the Land account, thus conservatively 
assuming the value o f the land to have been d irectly  in­
creased to the extent of the cost of improvement.
Good roads within the farm lim its also add to 
the value of a farm, yet the extent to which th is is 
true varies so much in different instances, being de­
pendent upon so many variable factors, that the safest 
plan is to consider farm roads of this class an expense 
and to treat their cost as such on the bocks. I f  any 
permanent construction o f roads within the farm is under­
taken at considerable cost, or expensive improvements are 
made, as in the case of bridges, e tc ., the expense should 
be distributed over a number of years by means c f  a de­
ferred charge to Profit and Loss.
FERTILITY.
There can he no question concerning the import­
ance of the fe r t i l i t y  of the so il but also as to its  in­
tan gib ility  for valuation purposes, (1) To give it  a sep­
arate value is practically  out of the question.
(1 ). Card,F.W.-Farm Management. p. 151.
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There are two phases in which fe r t i l i t y  of the so il may he consid­
ered.
1. Maintenance of f e r t i l i t y .
2. Building up or creation of f e r t i l i t y .
The cost of maintaining the fe r t i l i t y  of the so il hy 
moans of the application of fe r t i l iz e r , the raising of leguminous 
crops, e tc ., is  properly to be considered an expense. The d is­
tribution of this expense w ill be considered in another connection 
(See F ertilizer account).
The situation is  different in the case of a farm where 
a defin ite attempt is made to build up the fe r t i l i t y  of the s o il .  
I f  the value of the land as shown on the books w ill be increased 
by the application of fe r t il iz e r  to the s o i l ,  it  is  proper to 
consider the cost of sueh improvement as a capital expenditure 
rather than as an expense, and to charge th is cost to the land 
account, thus raising the value of the land on the books by that 
amount. Whenever this is  done, there should always be some tan­
gible evidence of the increased value of the land in the form 
of larger' crop yields or otherwise.
THE SEPARATION OF LAND AND BUILDINGS.
It w ill seem at f ir s t  thought a very d if f ic u lt  thing 
to separate the value of the land and the buildings, as ordinar­
ily  th is is  not done. The usual purchase price of a farm includes 
both land and buildings with no separation of values. There are 
sevei'al reasons, however, why they should be separated.
1. It is  important for the purposes of good farm management
I l l
that the farmer should know how much capital he has invested in 
every class of equipment. Buildings comprise one of these class­
es and therefore they should he given a value separate from the 
land even though th is value in many cases is only an approximation
2. The depreciation of buildings is an important item in the 
cost of operating the farm. This depreciation can he accurately 
estimated only when the value of the buildings is known. (1 ).
3. An important problem in farm management is  the selection of 
the most advantageous type of buildings. In order to solve such 
a problem in telligen tly  it  is  necessary among other things to 
know the comparative cost of maintaining the various types of 
buildings. The cost of maintenance of a building consists of 
repairs, depreciation, and interest on the investment. In the 
case of expensive buildings the depreciation and the repairs 
w ill be small but the interest on the investment w ill be high; 
in the case of inexpensive buildings the depreciation and the 
repairs w ill be high but the interest on the investment w ill be 
small. (2 ). Only by knowing defin ite ly  the value of the build­
ings can the cost o f maintenance be accurately ascertained.
BUILDIBOS.
The buildings should be valued as nearly as possible 
on the basis o f c o s t .(3 ). Where the purchase price of the farm 
makes no provision for a separate value for buildings and the 
original cost can not be ascertained, an approximate valuation 
w ill be necessary.
(1 )  . Bentley,H.C. The Science of Accounts, p. 139.
(2 )  . K rafft,0 . Die Betriebslehre. pp. 30-35.
(3 )  . T.aur,E. Grundlagen und T'ethoden der Bewertung, Buchhal-
tung und Kalkulation in der Landwirtschaft. p. 40. Krafft,G. Die Betriebslehre. p. 210.
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In the case o f new "buildings the cost principle w ill 
he easily applied. ’.hen new buildings are constructed it  is  a 
good plan to open up a construction account for the same. All 
items entering into the cost of buildings, including materials, 
labor e t c .,  should be charged to this account. After the build­
ing has been completed the balance o f this account should be 
transferred to the debit side o f the Buildings account, thus en­
tering the cost of the new building or the improvement in that 
account in one amount. Much confusion w ill be avoided i f  this 
plan is follow ed.(1).
TEE DEPRECIATION OF BUILDINGS.
Depreciation is the decline in the value of an asset 
and may be due to various causes.(2 ). For assets in general 
some of the commonly recognized causes of depreciation are:
1. Wear and tear.
2. Lapse of time.
3. Obsolescence.
4. Changing fashions.
5. Hostile leg is la tion .
6. Undesirable environment.
With respect to farm buildings only two of these causes 
need to be considered. The most important is the wear and tear 
resulting from the use of the building and its  exposure to weather 
ing conditions, but obsolescence may also prove to be a factor
(1 )  . Bentley,E.C. The Science o f Accounts.p.142.
(2 )  . L isle , Geo. Accounting in Theory and P ractice .p .137.
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making for the depreciation of farm "buildings. The value of a 
"building may grow less "because of changing farm conditions. The 
"buildings, although in good physical condition may no longer "be 
adapted to the particular needs of the farm and may have to he 
replaced "by a different type of "building capable of giving more 
e ffic ien t service. (1).
There are numerous methods which may "be employed in 
estimating the depreciation o f assets(2) of which the following 
are the only ones of importance in the case of farm assets:
1. Make a physical revaluation at the end of each fis ca l period.
2. Estimate the l i f e  of the asset and charge o ff  a fixed amount
at the end of each fis ca l period.
3. Estimate the l i f e  of the asset and charge o f f  an amount at
the end of each fisca l period which decreases in proportion as
the value of the asset decreases.
The fir s t  of these methods is impractical in the case 
of farm buildings as it  is  impossible to detex’mine by means of 
a physical revaluation the actual amount of the decline in the 
value of a building due to wear and tear ox* to obsolescence.
The second method is to be commended because it  is  
simple and therefore easily applied. According to this plan the 
annual amount of depreciation is found by dividing the difference
(1 )  . Laur.E. Grundlagen und Methoden der. 33ewertung,Buehhalt-
ung und I'alkuiation in der Landwirtschaft. p .97-98.
(2 )  . See Wehner,F.E.-Factory Costs for a discussion of methods
of estimating depreciation.
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between the original value of the buildings and its  residual 
value by the number o f years it  is estimated to be capable of 
giving service. She residual value of a building would be the 
value o f the material in it  at the end of its  period of service. 
I f  a building is originally worth $1100, its  residual value is 
estimated to be $100, and its  probable l i f e  is  25 years, an an­
nual amount equal to l/25  of $1000, or $40, should be charged o ff  
for depreciation, that is ,
le t  V s Original Value.
" E  ^ Residual Value.
" n = Life of Asset in Years.
" 1 = Annual Depreciation.
Then
T\ TT_ _ _
T h e  theory underlying the third method is that it  
tends to an equal distribution of maintenance costs over the f i s ­
cal periods constituting the l i f e  of the asset, it  is assumed 
that in the early periods the charges for repairs and renewals 
w ill be small and this should be offset by a heavy charge for de­
preciation. In the later periods of the l i f e  of the asset when 
the charges for repairs and renewals begin to mount up the charge 
for depreciation should accordingly diminish.
This method may be applied in two ways:
1. By a uniform percentage rate based upon the declining value 
o f the asset.
2. By a variable percentage rate based upon the tota l amount to 
be written o f f  during the l i f e  of the asset.
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Elaborate mathematical formulas have been worked out 
for ascertaining a uniform percentage rate which when based on the 
declining value of the asset w ill result in yearly charges fox* de­
preciation sufficient to write o f f  the value of the asset during 
its  l i f e .  A variable percentage rate, however, may be secured by- 
means o f simple arithmetic. Since individual judgment enters so 
largelj?- into the problem this second plan is probably just as 
accurate in its  final results as the f ir s t ,  and it  is  therefore 
the better one to use. It should always bo borne in mind that 
carefu lly devised formulas cannot remove inaccuracies which are 
due to errors in judgment. Ehe plan is as follows:
The fraction representing the proportion of the value 
o f the asset to be charged o ff  for depreciation each year has for 
its  numerator the number of years of l i f e  the asset has yet to 
run and for its  denominator the sum of the year numbers constitu­
ting the l i f e  of the asset. For example: i f  the value of a
building is v600, its  residual value is estimated to be $50, and 
its  l i f e  is estimated at 10 years, the annual charges for depre­
ciation  would be as follows:
Year. "Depreciation. Value of as
. 1 / 10/55 of 550 - 100. 500.
2. 9/55 o f 550 - 90. 410.
3. 0/55 of 550 r 80. 330.
4. 7/55 o f 550 = 70. 260.
5. 6/55 of 550 - 60. 200.
6. 5/55 of 550 = 50. 150.
7. 4/55 of 550 - 40. 110.
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8. 3/55 of 550 = 30. 80.
9. 2/55 of 550 - 20. 60.
10. 1/55 of 550 = 10. 50.
ITo uniform rate can ue fixed for the depreciation
farm buildings, therefore the wisest plan is to consider each 
building separately. The amount of depreciation w ill vary great­
ly  depending upon such things as the character of the construction 
of the building, the promptness and adeciuaey of repairs, and the 
use to which the building is put. For the more substantial farm 
buildings it  is generally estimated that 5 w ill be a fa ir  an­
nual allowance for depreciation; in the case of the buildings of 
cheaper construction the rate w ill probably rise  as high as 55.(1) 
It should always be kept in mind that the depreciation charge un­
der a ll  circumstances is only an approximation and i f  with the 
lapse o f time the charge is found to be either too large or too 
small a correction should be made.(2 ).
REPAIRS AED IKPR0VEI.IE1TIS OF BUILDIUOS.
■ It is impossible to lay down any fixed rule for dis­
tinguishing between repairs and improvements in the case of build­
ings. much w ill have to be le ft  to the judgment o f the individ­
ual in this respect. In general, an improvement is considered 
to add to the value of the building, whereas a repair merely ser-
(1 )  . Card,F.3T. Farm management, p. 157.
Farmer's Bulletin 511, U. S. Dept, o f Agriculture, p. 13.
(2 )  . Laur,E. Grundlagen and Methoden der Bewertung, Buchhalt-
ung und Kalkulation in der Landwirtschaft. p. 98.
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ves to maintain its  value in whole or in part. To illu stra te : 
i f  a building is painted for the f ir s t  time it  would he consider­
ed an improvement; i f  painted for the second time it  would he 
looked upon as a repair. Small items, for example,under *25, 
should always he considered repairs even though it  may seem that 
they are in the nature of improvements. Unless this is done the 
hook value o f the building may very easily become inflated through 
a large number of comparatively insignificant items.
T^ H DWEULIIG.
There is a question with respect to..whether or not the 
farmer’ s dwelling should he included in the capital investment 
o f the farm. The position may he taken that the dwelling should 
not he so included, except i r j ' j o  far as certain parts of it  may he 
used for d istinctly  farm purposes. The profitableness of the 
farm is  in no manner affected whether the farmer lives in a one 
thousand dollar house or whether he lives in a ten thousand dollar 
house.(1 ). in so far as this relates to the personal expenditures 
o f the farmer it  is true. The profitableness of the farm is en­
t ir e ly  independent of the character and amount o f the farmer’ s 
household expenses. Changes in the farmer’ s household expenses 
ought not to have any influence on the operation of the farm any 
more than that a merchant's household expenses should help to de­
termine the rate of profitableness of his business.
(1 ). Card, F. W. Farm Management, p. 151.
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But the expense of maintaining the dwelling is  not 
d istin ctly  a household expense. The dwelling and the farm are, 
for a ll practical purposes, inseparable. I f  the farmer wishes to 
purchase a farm he must purchase the dwelling together with the 
land. There is no choice in the matter. The dwelling, thus, is 
included in the investment as much as are the buildings used de­
fin ite ly  for farm purposes, and the expense of maintaining the 
dwelling in good repairs, as well as the depreciation and the in­
terest on the investment in the dwelling are properly farm opera­
ting expenses.
Since the dwelling is  used for the farmer’ s personal 
purposes, he should be charged a reasonable amount for rental, (1) 
and th is rental should be credited to farm income. The rental 
should always be su fficient to cover a ll expenses incurred in 
connection with the dwelling, such as repairs, depreciation, and 
interest on the investment.
MACHINERY.
1. THE CLASSIFICATION OF MACHINERY.
The distribution of machinery costs over the various 
enterprises or departments o f the farm w ill be made simpler and 
also more accurate by dividing the machinery into classes. The 
character of the machine or implement and the use to which it  is 
put should form the basis of th is c la ss ifica tion . The following
cla ss ifica tion , used #©» by the Minnesota Agricultural Experiment
— 1—> — — — - - —^  mmwmmmmrn mm mm * ** *~  —  — -  —  —  — —  —• —  —  —  —  —  —  — —
(1 ). Card, F. 7 1 . Farm Management, p. 152.
Journal of Royal Agricultural Society o f England.
Yol. 69. p. 58.
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Station in its  investigations o f the cost of producing farm 
products in Mennescta is a very practicable one. (1 ).
1. Corn machinery. Implements and machines used exclusively in
the production of corn, such as planters, 
cu ltivators, hinders, etc.
2. Grain machinery. Implements and machines used exclusively in
the production o f cereal grains, such as 
d r il ls , hinders, reapers, fanning m ills, etc.
5. Hay machinery. Implements and machines used exclusively in
the production of hay, such as mowers, rakes, 
forks, etc.
4. hairy machinery. Implements and machines used exclusively in
the production o f dairy products, such as 
separators, churns, etc.
5. A ll Crop machin- Implements and machines used generally in the
ery. production of a ll farm products, such as plows
harrows,wagons, etc.
6. Miscellaneous Implements and machines not belonging to any 
machinery. of the above classes, such as power machinery
traction engines, etc,
THE VALUATION OP MACHINERY.
There are three possible bases for the valuation of 
farm machinery. (2).  These are:
f l ) .  Bulletins Ho. 48,73,and 88. Bureau or S ta tistics , U. S.
hept. o f Agriculture.
(2).  Card,F.W. Farm Management. p. 154.
Krafft,G. hie Betriebslehre, p. 212.
Laur, E. Grundlagen und Methoden der Bewertung, Buchhalt­
ung uid Kalkulation in der Landwirtschaft, p. 54.
1.
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The cost price.
2. The selling price.
3. The value for service.
By cost price is meant the purchase priee. It should 
not include the cost of repairs or of apparent improvements, for 
only under exception circumstances do these add enough to the val­
ue of the machine to warrant carrying it on the hooks at an in­
creased va lue.(2 ), At the most they merely serve to retard the 
depreciation of the machine.
Farm machinery should always he valued from the stand­
point of the farm as a going concern. Under these circumstances 
the f ir s t  basis w ill he the most satisfactory. The selling  price 
and the value for service, however, are important items to he 
taken into account in estimating the depreciation, so that as a 
matter of fact a ll three bases must he considered in the valuation 
of the machinery which has been a part of the farm equipment for 
some time.
THE DEPRECIATION OF MACHINERY.
A general I'ate of depreciation is  not practicable for 
farm machinery.$1). The rate of depreciation of a ll  classes of 
machinery w ill not he the same on any two farms and the rate o f 
depreciation of separate items w ill vary even more widely. (2).
( 1 )  . Laur, E. opus c it .  p. 109.
(2) . Laur, E. opus c it .  p. 108.
(3 )  . Warren, E. Farm Management p. 158.
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Some of the factors combining to determine the rate are as follows
(1).
1. The character o f the implement.
2. The amount of its  use.
3. The intelligence displayed in handling i t .
4. The care it  receives when id le .
5. The promptness and adequacy of repairs when 
needed.
S tatistics collected by the Minnesota Agricultural 
Experiment Station show that the average annual depreciation of 
a ll  classes of farm machinery is about 7.3$. (2).  Most writers 
on the subject consider 10$ a safe average r a t e . (3).  A general 
rate of depreciation, however, does not permit of an accurate 
distribution among the various crops. Each machine or implement 
should be considered separately and whenever it  is  possible the 
assistance of an expert in farm machinery should be secured. As 
a guide in estimating the depreciation of machinery, the follow ­
ing table taken from Bulletin Do. 73 of the Bureau of S ta tistics , 
U. S. Department of Agriculture, may be useful.
(1 )  . Card, F. W. Farm Management, p. 158.
(2 )  . U. S. Dept, o f Agr. Bureau of S ta tistics . Bulletin Do. 75,
p. 22.
(5).  Card, F. Farm Management, p. 158.
K rafft, G-. Die Betriebslehre, p. 212.
U. S. Dept, of Agr. Bureau of S ta tistics . Bulletin Bo. 73.
p. 22.
U. S. Dept, of Agr. Farmer's Bulletin 511, p. 14.
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Annual depreciation in value of farm machinery expressed in percen- 
________________ : ________tage.__________ __________________________
Machine.
"WoruTTl 
fie ld  
(Bice 
Co.).
Marshal] 
Lyon 
Co.) .
i  Halstac 
(Hor- :
man CO]
11820- 
: acre
1 farm 
(Forman 
Co.) .
640-acr« 
farm : 
(Stevens 
Co.)
3 Ave. :
; all : 
3 nach-: 
ines :
Percent Percent Percent Hercent Percent Hercent
Grain binders 8.33 9.44 7.47 6.56 10.57 7.91
Grain d r ills  & 7.27 8.07 6.53 4.36 6.47 6.75
seeders.
Thrashing outfit — — — 12.00 — 12.00
Corn binders 11.46 10.16 11.40 — 9.00 10.03
Corn planters 6.34 8.54 — — ■-------------- 7.15
Corn cultivators 6.67 9.04 6.97 4.66 5.00 7.25
Mowers 7.25 10.01 6.97 7.28 8.93 7.80
Hay tedders 4.84 — — — — 4.84
Hay loaders 11.78 ------------------ — 11.78
Hay rakes 7.68 7.51 8.46 5.81 5.00 7.80
Gang plows 10.51 7.16 6.69 8.46 6.71 7.40
Sulky plows 10.27 11.93 5.77 — 3.70 8.42
Walking plows 4.77 7.29 7.64 — 8.82 6.09
Wagons 6.66 4.86 5.44 2.47 5.90 4.89
Harrows 11.01 8.20 7.93 8.89 6.78 8.72
Disks 5.41 7.46 — 3.35 7.50 5.19
Manure spreaders 10.50 12.59 — — 10.00 11.67
Hay racks 14.57 14.89 10.30 5.12 — 7.76Reapers 8.13 ■------------------ 8.13
Grain tanks — — ----------- ■------------------ 3.47 — -------------- 3.47Sleds 5.66 4.50 6.82 8.20 5.81Fanning mills 5.00 4.97 — 3.66 3.33 4.58
1 Banse weeders — — 5.71 5.71"Harness (heavy) 5.97 6.63 7.21 4.44 6.17
Gasoline engines 3.92 ■mm «•» — mm wmm tmm mm -m mm mm* — — —• 10.00 7.35
In addition to the decline in value due to wear and
tear a machine may become obsolete. After it  has been in use for 
some time new machines may become available on the market which 
w ill do the work more e ffic ie n tly . In such a case the value for 
service of the machine must be considered and the annual amount of 
the depreciation be adjusted accordingly.
In estimating the depreciation o f farm machinery the 
residual value of the machine should not be overlooked. After 
the period of usefulness foi- the particular purpose for which it
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was bought is ended a machine may s t i l l  be useful for other pur­
poses. In addition the materials of which it  is  constructed w ill 
almost always hare a scrap value.
The same methods of estimating the depreciation of 
farm buildings w ill be applicable in the case of farm machinery. 
TOOLS k W  MISCELLAUEOUS KIHOR EQUIPMENT.
All farm implements not included in the various classes 
o f machinery and a ll  tools are to be included in this account.
There is no sharp distinction to be drawn between farm tools and 
farm machinery. Articles of small value and which permit of use 
for only two or three years are usually considered as tools rather 
than as machinery, although the character o f the a rtic le  as well 
as its  period o f usefulness is to be considered.
All tools and implements should be valued on the basis 
o f the original purchase price with due allowance for depreciation. 
It is impractical to attempt to estimate the depreciation on the 
individual tools.  It w ill also be very d if f ic u lt  to establish a 
general rate of depreciation for a ll tools since some articles  may 
be of service for twenty-five years or more whereas others w ill not 
last one year. The best plan w ill be to take a physical inventory 
of a ll tools  and miscellaneous minor equipment at the end of each 
year and to make an adjustment charge for depreciation on the basis 
o f this revaluation. I f  this plan is followed out a ll tools ac­
quired should be considered additional equipment, i . e .  charged to 
the Tools account even though they may have been secured to replace 
other items.
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HASHESS EQUIPMENT ASD SUPPLIES.
This account is intended to provide a record of the re­
la tive ly  more important forms of the harness equipment on hand.
Just what items w ill he considered as harness equipment and conse­
quently are to he included in this account w ill depend upon the in­
dividual judgment of the farmer. Articles' of a very short period 
o f service should not he entered in this account hut should he con­
sidered items of current expense.
The harness equipment should always he valued at its  
original cost price with due allowance for depreciation. The rate 
of depreciation of harness equipment w ill vary widely depending up­
on its  quality and the character and amount of its  use, also upon 
the care it  receives when not in use.
GEHEHAL SUPPLIES.
Every farm has supplies of a miscellaneous character on 
hand, such as lumber, cement, lime, n ails , fencing material, etc. 
Just what use w ill he made of these cannot he known at the time. 
These should he charged to the General Supplies account at their 
cost price, and then when they are used the charge should he trans­
ferred to the particular account which represents the use made o f 
them. This w ill he done by debiting that account and crediting 
the General Supplies account. When materials of this kind are pur­
chased and used at once they should he charged immediately to the 
account representing the use to which they are put.
LIVE STOCK.
THE VALUATION OF TEAMS.
In placing a value on horses and mules three bases may
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be considered.(1 ).
1. The purchase price.
2. The selling price, i . e .  the present market price.
3. The cost of production.
The horses and mules to be used as teams may be se­
cured by purchase or they may be raised on the farm. I f  secured by 
purchase the most log ica l and satisfactory basis of valuation to 
use is the purchase price. The fluctuations in the market price of 
horses and mules are too uncertain to make it  advisable to attempt 
to adjust the valuation in accordance with the same, even though at 
times the. price may have risen or fa llen  appreciably below the 
value at which the horses and mules are carried on the books.
Changes in the market price, however, should be considered in con­
nection with estimating the depreciation o f the teams.
In the case o f the horses and mules raised on the farm 
the question w ill arise as to whether these should be valued in 
accordance with the price they w ill command i f  placed on the market 
or in accordance with the cost o f raising them. In this instance tl 
the purchase price is out of the question so the decision must rest 
between the market price and the cost o f production. The market 
price w ill be found to be the more satisfactory for the following 
reasons: (2) .
1. The cost of production w ill be d if f ic u lt  to ascertain accurately 
(2) since in most eases the raising of horses is not a part of the
(1 )  . Lauer,E. Grundlagen und Methoden der Bewertung, Buchhalt-
ung und Ealkulation in der Landwirtschaft. p. 51.
(2 )  . Lauer,E. opus c it .  p. 50.
(2).  Lauer,E, opus c i t .  p. 50.
Warren,G.F. Farm management, p. 487.
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main 'business o f the farm. The colts are to he considered a by­
product o f the farm.
2. The market price gives a truer index to the amount of capital 
actually invested in the teams.
3. It is better to consider the cost of raising the horses and 
mules as a part of the regular team expense and then to consider the 
value (market value) o f the horses and mules raised as an offset
to the team expense rather than as separate farm income.(1 ).
There w ill be some question as to when the value of the 
horses and mules raised on the farm should be debited to the Teams 
account and credited to the Teams Axpense account. This may be done 
at either o f two times:
1. When the colt is weaned.(2).
2. 'Then the young horse or mule is ready to be worked. The re­
sults so far as the accuracy of the accounts is concerned w ill be 
the same, but the accounts w ill be simpler i f  the transfer is  made 
at the time the colt is  weaned. I f  the second plan is used it w ill 
be necessary to carry the value of the colt as a credit inventory 
in the Teams Expense account until the time of the transfer to the 
Teams account.
SALES OF HORSES ART) MULES.
I f  the horses and mules are valued on the books at the 
original purchase price less depreciation it  may often happen in 
the case of the sales of such horses and mules that the price rea l-
(1 )  . Jour, o f the Royal Agr. Soe. of England,Vol. 69. p. 51.
(2 )  . Farmer's Bulletin, U. S. Dept, o f Agriculture Ho. 511, p. 13.
ized is considerably higher or lower than the inventory value. Any 
loss or gain oecuring in this way should he kept distinct from the 
current gain or loss due to the operation of the farm, as such saleE 
are not regularly a part of the operation of the farm. For this 
x'eason the gain or lossshould he entered in the Profit and loss 
account d irectly .
DFPBF 0 T A. T T Oil OF TEAMS .
As in the case of the other classes of farm equipment a 
general rate o f depreciation for horses and mules does not give 
accurate resu lts. It is better to consider each animal separately. 
In the case of the younger horses and mules we may even have appre­
ciation rather than depreciation. Although no attempt should he 
made to adjust the valuation o f horses and mules d irectly  to 
changes in the market price, such changes must he taken into ac­
count in estimating the depreciation.
Merely as a guide in estimating the depreciat it  nay be 
noted that horses are generally considered to reach a maximum value 
at from five  to six years o f age, and that their period of useful­
ness extends on the average until they have reached the age of 
fifteen , i .e .  a period of ten years. During this period, then, 
the depreciation would amount to 1 0  a y e a r .( l ) . It should he re­
membered, on the other hand, that there w ill he raspy eases in which 
the period of usefulness ends sooner than th is or continues longer. 
The value of a horse at the end of the period of usefulness is a
(1 ). Lsur, 2. Grundlagen and Methoden der Bewertung, Buchhalt-
ung und Kalkulstion in der Landwirtschaft. p. 108.
U. S. Dept, o f Agr. Bureau of S ta tistics . Bui. 48, p. 31.
Barren, G. F. Farm Management, p. 233.
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quantity which may for a ll  practical purposes he le ft  out of con­
sideration in this connection.
THE VALUATION OF DAIRY CATTLE.
Under dairy cattle are to he included a ll milch ca ttle , 
also the hulls which are kept as a part of the dairy herd for breed 
ing purposes. The dairy cattle may he secured from either of two 
sources; they may he purchased or they may he raised oh the farm.
As in the case of teams the problem of valuation w ill he somewhat 
different according to which of these sources they were secured 
from. Three bases may be recognized:
1. The purchase price.
2. The selling price; i .e .  the market price.
3. The cost o f production.
When the dairy cattle are purchased the f ir s t  basis 
should be u sed ,(l) . as the market price of dair r^ cattle  fluctuates 
too uncertainly to permit of its  satisfactory use as a basis of 
valuation. It must, however, be taken into account in determining 
the depreciation.
The dairy cattle raised on the farm may best be valued 
at the price they would command i f  they were placed on the market 
at the time they may be considered to become a part o f the dairy 
herd.$2). The cost of raising them should he charged to the Dairy 
Operating account, and the same account should be credited with
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(1 ). Krafft, G. Die Betriebslehre. p
(2) . Krafft, G. opus c it .  p. 211.
their value when they are added to the dairy herd. The reasons 
why the market price is a more satisfactory basis for the valuation 
o f the live  stock raised on the farm have already been given in the 
discussion of the valuation of the teams, and need not be repeated 
at this point.
There are two times when the animal raised on the farm 
may be considered to become a part o f the dairy herd.
1. "’lien it  is weaned. (1 ).
2. When it becomes a producer.
Either time may be chosen at the option of the farmer, the results 
so far as the loss or gain in the operation of the dairy is con­
cerned w ill be the same. In the event that the value of the young 
animal is included in the hairy Cattle account at the time of 
weaning we shall have the appreciation in the value for the fir s t  
few years as an offset to the depreciation o f the herd as a whole, 
and in this indirect manner the cost of operating the dairy w ill be 
lessened to that extent. I f  the animal is  considered to become a 
part o f the dairy herd fir s t  when it has become a producer, its  
value during the period prior to this must be kept account of in 
the hairy Operating account. This can be done by entering its  
value at the end of each year as a credit inventory, which serves 
again to reduce the expense of operating the dairy by that amount. 
Ih this event, care should be exercised that the interest on its  
value be included in the charge for the interest on the investment 
in dairy cattle .
(1 ). Jour, of the Royal Agr. Soc. of England. Yol. 69, p. 51.
ISO
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THE DEPRECIATION OF DAIRY CATTLE. (2 ).
The depreciation o f dairy cattle is due to decreasing 
productivity as the result of an incx'ease in age, also to increas­
ing l ia b il ity  to injury or death. The maximum money value of a 
dairy cow as a mild producer may he considered to he attained at 
the age of from four to six years. Her productive l i f e  w ill he 
from seven to eight years on the average. At the end of this per­
iod o f usefulness her value w ill he measured hy what she w ill 
bring on the block. High-priced dairy cattle w ill suffer a higher 
rate of depreciation than low priced cattle as they do not command 
any higher price, as a rule, when sold on the block than do the 
la tte r . In estimating the value of the dairy cattle  at the end 
of their period of usefulness as milk producers it  should he kept 
in mand, however, that some cattle do command a higher price on 
the block than do others. Also in the case of pure-bred cattle 
they may be retained for breeding purposes and their value w ill be 
affected by this fact. The annual depreciation of a dairy cow, 
then, w ill be the maximum value as a milk producer less the proba­
ble value when sold on the block divided by the number of years of 
service.
Let Y = Maximum value.
R - Value on the block.
" n a Number of years of service.
" D r  Annual depreciation.
Then D = V_j-_E (D . 
n 12
(1 )  . Laur, E. Grundlagen und Methoden der Bewertung, Buchhalt-
ung und Kalkulation in der Landwirtschaft. p. 108.
(2 )  . IT. S. Dept, o f Agr. Bureau of S ta tistics . Bui. 88, pp.23-25.
Warren, G-. F. Farm Management, p. 231.
1 'SO  J. w
men considering the depreciation tff the dairy herd as 
a whole the loss hy injuries and death should he taken into account, 
There are not enough sta tis tics  available, however, to permit of 
any accurate rate being established to cover th is item. In the 
absence of such data it  w ill be found more satisfactory to charge 
a ll such losses in the value of the dairy cattle d irectly  to the 
Profit and loss account of the year in which the losses occur, 
rather than to attempt to establish an arbitrary percentage rate, 
even though it  is  true that the losses would be more accurately 
distributed over a long period i f  an accurate rate could be found.
From the preceding discussion it  w ill be noted that the 
depreciation of each animal should be estimated separately. The 
farmer should also Iceep in mind that it  may be possible to eliminate 
much of the loss due to the depreciation of dairy cattle by a judi­
cious selling of the dairy cows as their productiveness decreases.
1 'Âr?.
Chapter VII.
The COST OF PRODUCING FARM CROPS.
The elements of cost entering into a manufactured pro­
duct may he grouped under the following three heads: (1)
/ .  Materials.
2. Labor.
3. General, operating expense.
The cost accountant is confronted with the problem of ascertain­
ing d istinctly  and accurately each of these items of cost.
These elements of cost may further be arranged into 
two groups*.
Materials,
1. Direct costs:
Labor.
2. Indirect costs: General operating expense.
In the case of farm crops it w ill be found convenient 
to make a slight modification in th is c la ss ifica tion . In a manu­
facturing plant the power is d istin ctly  to be considered as a gen- 
eral operating expense. On the farm the power is almost always 
supplied by horses, and in this case is more properly to be con­
sidered as a direct cost of production. The elements of cost en­
tering into farm crops may then be cla ss ified  as follows:
I. Direct.
1. Materials.
2. Labor.
1. Man labor.
2. Horse labor.
f l ) ,  Bentley, H. C. The Science of Accounts, p. 225. 
Rowe, E. !!. Bookkeeping and Accountancy, p. 200, 
Vebner, F. E. Factory Costs, p. 59.
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I I . Indirect.
I . General operating expense.
.1 Machinery Expense.
.2 Building expense.
.3 Insurance and Baxes.
.4 F ertilizer expense.
.5 Interest on the Investment.
.6 Wages o f management.
.7 General expense.
MATERIALS.
Under this head are to he included a ll materials enter­
ing directly  into the finished product. Items consumed in the 
process of production hut not entering directly  into the product 
are included under the head of general operating expense.
The chief and practica lly  the only materials entering 
d irectly  into farm products is seed. The seed may he secured 
from either of two sources:
1. It may he purchased.
2. It may he produced on the farm.
I f  purchased, its  cost is accurately indicated by the price paid 
for i t .  In addition it  should he charged for the expense o f trans 
portation. I f  the seed is produced on the farm, it  w ill he found 
most satisfactory to value it on the basis of the market price.
I f  the cost of production is more or less than the market price, 
it  is  evident that a loss or gain has been realized, hut this 
loss or gain should he defin ite ly  assigned to the production of 
the seed and not to the production of the crop for which the seed 
is used. A more accurate analysis of farm operations w ill he se­
cured in this way.
MAT! LABOR.
The man labor on the farm should he divided into two
classes, viz.*, regular labor and extra labor. Regular labor re­
fers to the labor that is employed more or less steadily through­
out the year and that is paid by the month or season. extra
labor is meant the labor that is hired from time to time and that 
is usually paid by the day or the hour. These two types of labor 
should be kept separate in the accounts because the cost per hour 
w ill be d ifferent, the cost of extra labor per hour being much 
higher than that of the regular labor.
The tota l cost of labor w ill consist of a ll cash pay­
ments of wages, the value of a ll farm products or services given 
in payment of wages, the value of a ll  board and lodging given as 
part payment of wages, the rental value o f a ll  dwellings and land 
occupied by laborers who live  on the farm, and the value of the 
labor of the farmer and members of his household who do not re­
ceive cash wages.
The fir s t  of these items w ill be easily determined as 
the exact amount is ascertainable. The second class of items are 
not so easily? determined. I f  the farm products in question have 
a market price the price may be used to place a value upon the 
products. In such eases the farm value should bo used, i .  e ., the 
market price less the cost of putting the goods on the market.
Most products which are ordinarily given in payment of wages are 
capable o f being valued in this way. Sometimes a part of the farm 
laborer’ s remuneration may consist of certain priveleges or ser­
v ices, as for example, the use of a team on certain occasions.
The value of such services must necessarily be le ft  to the judg­
ment, of the farmer but i f  they constitute a part of the remunera-
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at ion of the laborer they should always he included in estimating 
the tota l cost of such labor.
The third item of labor cost presents a more d ifficu lt  
problem. I f  the actual cost of the board is to be used as the ba­
sis o f this valuation, it  w ill be necessary to extend the cost 
accounts into the farmer’ s household. There are several reasons 
why such a procedure is not satisfactory.
The farmer’ s household expenses should be kept separate 
from the farm expenses, as the private a ffa irs  o f the farmer bear 
no direct relation to the efficiency  of operation of the farm.
The determination of the cost of board on the farm in­
volves so many arbitrary values that accuracy in the majority of 
cases is impossible. It w ill be necessary to keep a complete rec­
ord o f the time o f the women in performing the various household 
duties, a value w ill have to be assigned to their work, a value 
w ill have to be placed upon a ll garden and other produce used in 
the household, and other problems of a like nature w ill arise an 
accurate solution of which is a very d if f ic u lt  matter.
The value of the information secured is  not commensurate 
with the cost of securing i t .  One of the ch ief aims of farm cost 
accounting is to secure relative or comparative costs rather than 
absolute costs. For this 'purpose it  w ill not be necessary to 
know the exact cost of board. It is of more importance that the 
same charge be made throughout.
In view of these facts it w ill be found to be a better 
plan to value the board at the price that could ordinarily be ob­
tained for i t .
1JL ^  i
It often happens that the farm laborers who are married 
are given houses to live  in , together with a certain amount of 
garden space and possible some live  stock and poultry. These 
priveleges are to be considered as part payment of wages. A value 
should be placed upon them and the Labor account should be debited 
with this amount. What this value shall be and how it  shall be 
arrived at must be le ft  to the judgment of the farmer because of 
the varying conditions in each cose, but it  should always be suf­
fic ien t to cover a ll expenses connected with furnishing such ac­
comodations.
With respect to the labor o f  the proprietor care must 
be exercised to separate the portion of his time devoted to ordi­
nary manual labor from the portion of his time given over to what 
may be termed managerial duties. Almost every farmer spends a 
larger proportion of his time doing ordinary farm wbrk which is on 
a par with the work of his employees. This is spent d irectly  on 
particular enterprises and its  cost should be charged to these 
enterprises,««® the cost being the same as in the case o f
the labor of the employees. However, every farmer spends more or 
less o f his time in managing and superintending the farm. This 
labor is supposedly o f a higher grade than the ordinary manual 
labor and accordingly a higher value should be placed upon i t .  In 
addition, it  is  not so d irectly  assignable to particular enterpris 
es .
The following plan is suggested as a practicable one 
for making th is distinction .
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Assign a value to the proprietor's labor for the year, 
including in this valuation both kinds of labor. Keep an accurate 
record of the manual labor of the proprietor together with the 
enterprises upon which it  is spent. Ascertain the average rate 
per hour of the employees' labor by dividing the tota l cost 
of their labor by the tota l number of hours they have worked. 
Ascertain the value of the proprietor's manual labor at the same 
rate. Debit the Labor account With th is amount and credit the 
proprietor's personal, i . e . ,  the Household account. The d iffe r ­
ence between this amount and the tota l value assigned to the 
proprietor's labor w ill represent the value of Ms managerial 
labor. This should be debited to a separate account, properly 
labeled to indicate its  character, or to the General Expense ac­
count and a corresponding credit should be made in the Household 
account. The manual labor cost w ill then be distributed together 
with the cost of the labor of the employees among the different 
enterprises in accordance with the time spent on each. The mana­
gerial labor cost w ill be distributed amon the different enter­
prises in accordance with the plan o f distributing the general 
expense. As an illustration  of the plan let us assume the value 
of the proprietor's labor for the year to be estimated at $600.00 
At the end of the year the labor records show that the proprietor 
worked 2000 hours at ordinary manual labor. Suppose the average 
cost o f the employees' labor is found to be 18 cents per hour. 
Multiplying the number of hours the proprietor spent in ordinar;
manual labor, k .e . ,  2000 by 18 cents an hour gives the cost of 
the proprietor's manual labor which in this case is $360.00.
,y
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Subtracting $360.00 from $600.00 gives a remainder o f $240.00 
which represents the value of the Proprietor’ s managerial labor.
The labor account must also include the value of the 
labor spent in the operation of the farm by members of the far- 
mer’ s family even though these do not receive wages as such. The 
valuation o f this labor should be based upon the average cost per 
hour of the labor that is regularly paid f o r . ( l ) .
I f  the tota l cost o f  the labor at the end of the month 
is divided by the number of hours actually worked that month, the 
average cost of labor per hour can be ascertained. The labor 
cost should then be distributed among the various departments or 
enterprises of the farm in accordance with the amount of time ac­
tually spent in the operation of each. A ll labor spent in the op­
eration of the farm should be converted into man hours. For ex­
ample, i f  a boy is working on the farm and accomplishes one-half 
as much work in a given time as a man, each hour of his time 
should be recorded as five-tenths man hours.
The hour basis o f distribution will, be found to give 
more accurate results than the day basis, as it spreads the lo ss ­
es due to idle time over the operation of the entire farm for the 
month, rather than to permit it  to fa l l  upon one ox1 two enterpri­
ses only, as would often be the case i f  the day basis were used.
f l ) .  Lauer, E. Grundlagen and I’ethoden der Bewertung, Buch- 
haltung, und Kalkulation in der Landwirtschaft. p. 37.
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HORSE LABOR.
The principal items comprising the cost of maintaining 
farm work horses are Feed, Labor, Cost o f Shelter, Harness Ex­
pense, Depreciation, and Interest on the Investm ent.fi). In ad­
dition  miscellaneous items, such as veterinary fees, shoeing, 
insurance, and the lik e , w ill need to be included when they occur. 
Feed. This is easily the item of ch ief importance in teams 
expense, and i f  it  is to be ascertained accurately, much care will 
need to be exercised. In considering the cost of feed it  w ill be 
found convenient to divide the sane into two classes, v iz . :
1. Feed purchased.
2. Feed produced on the farm.
The farmer rarely finds it  necessary to buy feed for 
his hoi’ses. When he does its  cost is  accurately represented by 
the price which he pays for i t .
In estimating the value of farm products raised on the 
farm which are in turn consumed on the farm, such as feed, the 
market price should be used whenever it  is available. It may be 
well to state b rie fly  several reasons why this plan should be f o l ­
lowed. One of these is that estimated or arbitrary valuations, 
although they cannot be wholly avoided in farm cost accounting, 
should never be used when more defin ite bases of valuation can be 
secured. A second reason is that since the farmer can actually 
rea lize  the market price for his products, i f  he chooses to use 
these products on the farm their log ica l cost to him is the price 
he could obtain for them.
Bulletin 73. Bureau of S ta tis tics .11.5 .Dept. of Agr. u.2'1.________ _
A third and perhaps the most important objection to us­
ing the cost of production as a basis for valuation is that the 
very products for which we are seeking a value are important items 
in determining the cost of production. For example: Feed is  the 
most important item comprising the cost of horse labor and horse 
labor, in turn, is one of the most important items in the cost 
of production of farm crops.
In using the market price for determining the value of 
feed, due allowance should be made for the cost of transportation 
to the market. The feed i® worth to the farmer the price he could 
get for it less the cost of placing it on the market.(1 ). This 
is commonly known as the farm value.
Some o f the products raised on the farm which are used 
as feed for horses do not have a defin ite market price. In such 
cases an approximate valuation is necessary. Pasturage is a pro­
duct of this kind. When there are regular pasture rental chai'ges 
obtaining in the community, as is  sometimes the case, these should 
be used, i f  not, it  w ill be necessary to ascertain the cost of 
maintaining the pasture and this cost w ill need to be distributed 
among the live  stock in accordance with the use they make of the 
pasture.
The use o f the pasture can be recorded in terms of pas­
ture days; a pasture day representing one animal on pasture one 
day. Where live  stock of different sixes uses the same pasture it 
(1 ). Warren, G. F. Farm Management. p. 484.
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may be assumed, in the absence of a more accurate measure, that 
their consumption w ill correspond to their weight. For example: 
1000 pounds of hogs w ill consume approximately as much pasturage 
as 1000 pounds of horses.
Labor. The amount of labor spent in caring for the horses w ill 
be secured firom the labor record. This is valued at the régulai* 
rate for labor as determined each month from the Labor account. 
Harness Expense and Cost o f Shelter. All items of harness expense 
such as repairs, replacements, depreciation, and interest on the 
investment add to the cost o f horse labor. Repairs and replace­
ments of harness w ill be defin ite charges made to the Teams Ex­
pense account as they occur. The depreciation o f the harness 
should be estimated at the end of each year according to the plan 
indicated on page 124 , The amount of the depreciation should be 
a credit to the Harness Equipment account and a debit to the Teams 
Expense account. The interest on the investment in harness equip­
ment should be estimated at the current rate and based on the av­
erage value of the harness equipment for the year.
The cost of shelter w ill be d ifficu lt  to ascertain ac­
curately. Since the buildings of the farm serve a variety of 
purposes, being used in connection with practically  a ll  farm en­
terprises it w ill be more convenient to consider the distribution 
of the buildings expense separately. In ascertaining the total 
teams expense, however, it  is  essential that the teams be assigned 
their proper share o f expense of maintaining the farm buildings. 
Miscellaneous Costs. The cost of shoeing, of veterinary fees,
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medicine, insurance and other similar miscellaneous items of teams 
expense w ill he easily ascertained as they are always represented 
by defin ite charges which can be debited d irectly  to the Teams 
Expense account as they occur.
Depreciation and Interest on the Investment.
The decline in the value o f work horses is  an item to 
be included in the cost of horse labor. The method of ascertain­
ing the amount of the depreciation of the horses has been discuss« 
ed on page!28 . At the end of the year the depreciation should be 
represented by a credit entry in the Teams account and a debit 
entry in the Teams Expense account.
Interest on the Investment in the teams must be taken 
into account i f  accurate horse labor costs are to be secured.(1). 
In determining the amount of the interest the current rate obtain­
ing ingthe community should be used and the calculation should be 
based on the average value of the horses for the year. Thus, i f  
the horses are worth •‘1000 at the beginning of the year and de­
preciate during the year at the rate of 10$ making their value 
at the end o f the year £900, the average investment for the year 
would be £1000 plus £900 divided by 2, or £950. I f  the current 
rate of interest is 6£ the interest on the investment would be 
£57.00.
Deductions from !Torse labor Costs. In ascertaining the cost of
horse labor proper allowance should always be made for items
which tend to decrease this cost. The ch ief item of th is charac-
(1 ). Laur, E. Orundlagen and Kethoden der Bewertung, Buchhalt- 
ung, und Kalkulation in der landwirtschaft. p. 485.114. 
Bulletin 73. Bureau of S ta tistics . U.S. Dept, o f Agr. p.21.
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ter w ill be the natural increase in the horses. It has been sug­
gested above that the expense in connection with the raising of 
colts he included in Teams Expense and that the value of the 
colts he considered a deduction of Teams Expense. A problem of 
importance to the farnei'* w ill be to determine to what extent he 
can reduce the cost of horse labor by raising co lts . (1 ). Then 
it  is desired to ascertain defin itely  the amount of such reduction 
it  may be found advisable to keep separate the expense of the 
colts from the expense connected with the other horses.
DETERMINING TFE COST OP FOHSE LABOR PER HOUR.
After the tota l cost of horse labor has been ascei'tain- 
ed it  is necessary to distribute th is cost amongthe different en­
terprises of the farm. This should be done in accordance with 
the time the horses have been used in connection with each en­
terprise. {2} . The horse labor record w ill indicate the number 
o f hours the horses have been used in connection with each enter­
prise. Dividing the tota l cost of horse labor by the tota l num­
ber o f hours worked w ill give the cost o f horse labor per hour. 
Multiplying the rate per hourby the number of hours spent on an 
enterprise w ill give the share of the cost of horse labor as­
signable to that enterpi^ise.
In the case of man labor it  was suggested that the cost 
of labor per hour be ascertained for each month, and that the 
cost of man labor be distributed over the enterprises monthly. In 
the case of horse labor it  w ill be more satisfactory to ascertain
(1 )  . Warren, G. F. Farm Management, p. 487.
(2 )  . Warren, G. F. Farm Management, p. 487.
the cost per hour only at the end of the y ea r .(§ ). There are 
several reasons why this should he done.
1. The items of cost o f horse labor are more varied 
than in the case of man labor and do not permit readily of ac­
curate monthly charges.
2. The time the horses work varies so much at d iffe r ­
ent times of the year that even i f  the cost for each month could 
be secured accurately and a monthly rate obtained by dividing the 
tota l number of hours the horses worked that month into the total 
cost, such a rate would not result in a just distribution of horse 
labor cost. The farmer can rarely buy and se ll horse power as he 
needs i t .  In order to have sufficient horse power available in 
the summer months he must keep and feed horses in comparative idle­
ness during the winter months. Figures collected by the Minnesota 
Agricultural Experiment Station show that the farm work horse in 
Minnesota averages about 3 hours of work a day during the year.(2) 
In the winter months the average working time for a horse is ap­
proximately 1 hoiir a day, whereas in the summer months the aver­
age rises to 5 and 6 hours a day.(3 ). A part of horse laboi* costs 
of the winter months is therefore justly  to be assigned to the 
enterprises upon which the horses are used in the summer. 123
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(1 )  . Bulletin 48. Bureau of S ta tistics . U.S.Dept. o f Agr. p. 31.
(2 )  . Bulletin 73. Bureau of S ta tistics . U.S.Dept. of Agr. p. 20.
(3 )  . Bulletin 48. Bureau of S ta tistics . U.S.Dept. of Agr. p. 11.
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MACHINERY COSTS.
The principal items constituting the cost of mainten­
ance and operation of farm machinery are repairs, and i-eplace- 
ments, supplies, cost of shelter, insm^anee, depreciation, and 
interest on the investment.
The cost o f repairs and replacements w ill he indicated 
by cash expenditures for this purpose and hy the cost of the labor 
spent in caring for and repairing machinery. The supplies, such 
as o i l ,  binder twins, and the lik e , w ill also be represented by 
cash expenditures. Insurance costs, i f  there are any, w ill be 
represented in similar manner. The machinery should be charged 
with a just proportion of the buildings expense, the amount of 
the charge being determined by the extent to which the buildings 
are used for houseing machinery. The manner of estimating the 
depreciation of the machinery has been discussed on page 1E0.- 
The interest on the investment should be calculated at the cur­
rent rate of interest obtaining in the community and should be 
based on the average value of the machinery for the year. 
DISTRIBUTIOI OF MACHINERY COSTS.
The machinery should be divided into classes according 
to the enterprises in connection with which it  is  used. I f  the 
expense of each of these classes of machinery is kept separate, 
it  w ill be much earier to secure a just distribution of the mach­
inery costs among the different enterprises. In the case of the 
specialised machinery (corn, hay, dairy) a ll the costs w ill be 
charged to the respective enterprises. Only in the event that 
there are several units composing one enterprise, such as when
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more than one fie ld  is devoted to the raising of corn, w ill it  he 
necessary to keep a record of the work done by the specialized 
machines for the purpose of distributing their costs, and only in 
this case when it  is desired to keep a separate record for each 
fie ld  or unit. In the case of the machines used in connection 
with more than one enterprise it  is  necessary to keep a record of 
the work done by the machines on each enterprise. The rate per 
hour for such machines can be found by dividing the tota l number 
o f hours they are used into the tota l cost of maintaining and 
operating them.
BUI T/DIWSS EXPEÏÏSE.
Buildings expense w ill consist of repairs and replace­
ments, insurance, depreciation, and interest on the investment.
The repairs and replacements w ill be represented by the 
cost of materials and supplies purchased for that purpose and by 
the value of the labor spent in repairing buildings. This latter 
w ill be secured from the labor record in the case of the regular 
farm labor that has been so employed, whereas the value of exÿra 
labor that has been employed for this purpose w ill usually be rep­
resented by cash payments.
Only ordinary repairs and replacements should be in­
cluded in buildings expense. I f  any extraordinary repairs or re­
placements are necessary because o f some unusual occurrence, such 
as a fire  or a storm, these should be charged directly  to the Prof 
it  and Loss account. I f  such items should be included in the cost 
accounts these latter would not be of value for purposes of com-
14G
pariscn, since the costs o f this one year would contain items not 
ordinarily a part of the cost of farm operation. When such ex­
pense items are large it  is advisable to open up a deferred asset 
account and by this means distribute the expense over a series of 
years.
The insurance premiums are always in the form o f de­
fin ite  payments and their amount is therefore easily known. The 
manner of estimating the depreciation of the buildings has been 
discussed on page 112. Interest on the investment, as in the case 
o f the other assets, is to be estimated at the current rate o f 
interest on the average value of the buildings.
THE DISTRIBUTION 0? BUILDINGS EXPENSE.
The buildings on the farm are used for a variety of 
purposes and it w ill be a d ifficu lt  problem for the accountant 
to distribute their cost of maintenacne among the different farm 
enterprises making use o f the buildings. It is desirable, how­
ever, that this be done. The best basis of distribution w ill be 
found to be the space occupied in connection with each enterprise. 
Frequently there w ill be a certain amount of building space not 
d irectly  assignable to particular enterprises, and in such cases a 
certain proportion of the buildings expense w ill need to be con­
sidered general farm expense and should be distributed among a ll 
the farm enterprises in accordance with the plan adopted for dis­
tributing such general expense.
INSURANCE A1TD TAXES.
Charges for insurance w ill always be associated with
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particular assets and w ill thus form a part o f the expense of 
maintaining such assets. At the end of the year the insurance 
should he distributed among the accounts representing th is ex­
pense and in this way it  w ill ultimately he charged to the var­
ious farm enterprises in accordance with the use they make of the 
assets.
Charges for taxes w ill he of a similar character. I f  
there remains at the end o f the year any undistributed portion of 
insurance and taxes, it  should he charged to General Expense. Care 
must he exercised in the case o f insurance charges to apportion 
these accurately to the years to which they belong, as frequently 
the premiums paid are for insurance extending over a term of sev­
eral years.
FERTILIZER EXPENSE.
The accountant has two distinct problems with which to 
deal in connection with fe r t iliz e r  costs. He must place a value 
upon the fe r t iliz e r  and he must distribute it among the different 
crops upon some accurate and just basis.
F ertilizer may be purchased or it may be in the form of 
barn manure which is produced on the farm. In the f ir s t  ease its  
valuation is simple, the value being represented by the price 
paid for it plus the cost o f transportation. When manure is pro­
duced on the farm its  valuation becomes much more d if f ic u lt .
There have .been many attempts made to value the manure produced 
by the live  stock on the farm and different bases ha%e been used, 
such as value according to increased crop y ie lds, and value ac­
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cording to the market price of the fe r t il iz e r  constituents.(1 ). 
Attention may be directed to certain experiments of this charac­
ter conducted by the Ohio Agricultural Experiment Station at 
7ooster, Ohio, the results of which are set forth in their bul­
le tin  ITo. 246. According to these experiments the value of fresh 
steer manure was found to be $2.92 a ton when based upon the mar­
ket price of the fe r t iliz e r  constituents and $3.73 a tone when 
based upon the value of increased crop yields, in the case of 
weathered steer manure the figures were found to be $1.00 when 
based upon the value of the fe r t i l iz e r  constituents, and $2.93 
when based upon the value of incx-eased crop y ie lds. In addition 
to making an allowance for the variation in the fe r t iliz e r  con­
stituents of the manure from the different kinds o f farm live  
stock, it  must be noted that the net return from a ton of yard 
manure under general farming conditions depends upon the s o i l ,  
the methods of cu ltivation , and the cx^ ops grown.
Although such experiments emphasize very clearly the 
importance o f u tiliz ing  the barnyard manure in the operation of 
the farm, they do not furnish a practical basis for determining 
fe r t i l iz e r  cost as one of the items in the cost o f producing farm 
crops. Especially is this true in the ease of the value deter­
mined upon the basis of increased crop y ie lds, for in th is ease, 
it  would mean that the value of the factor of production is  de­
termined by the return it  brings. I f  th is some basis were a- 
dopted in valuing the other factors of production the expense of 
a farm crop would be exactly the same as the income, leaving no 
room whatsoever for the realization  o f a p ro fit . Objection may
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also "be made to these "bases upon the ground that it  places a 
value upon the manure which is higher than the price at which the 
¿farmer could dispose of it  i f  he chose to do so or the price he 
would have to pay for it in the event of purchase.
A more practical plan w ill "be to value the manure as 
nearly as possible in accordance with its  market value, making 
due alloT/ance for the cost of transportation. It is important 
to secure as just a valuation of the manure as possible for the 
purpose o f crediting the liv e  stock as well as for the purpose of 
securing accurate crop production costs. In determining the 
value of the manure the cost o f distributing it  should not he 
taken into account, i .e .  the liv e  stock should he given credit 
for it  in accordance with its  value at the barn. The cost of 
distribution should be borne by the various crops, since this 
w ill vary with the location of the fie ld  and the d ifficu lty  or 
ease of access to i t .
The chief d ifficu lty  encountered in distributing the 
fe r t i l iz e r  expense among the crops is that the benefit of the 
manure is not confined to one crop or to one year. The amount 
o f the fe r t i l i t y  supplied by the application of fe r t il iz e r  to the 
s o i l ,  the crop, and many other conditions. Tith loam or clay 
so ils  a fa ir  distribution in a four year rotation in which manure 
is used but once might be 40$ to the f ir s t  crop, 50 $ to the second 
20$ to the third, and 10$ to the fourth crop after applying manure 
f l ) .  In such a case the best plan is to charge a ll the fe r t il iz e r  
cost to the crop and then credit it  at the end of the year with 
(1 ). warren, G. F. Farm Management. p, 486.
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the value of the fe r t i l iz e r  s t i l l  in the s o i l ,  carrying this "bal­
ance over as a charge against the next crop, '.'/laere annual appli­
cations of fe r t iliz e r  are made, which are fa ir ly  constant in 
amount and character, the value of the fe r t i l iz e r  remaining in 
the so il may he ignored, since this amount w ill he practica lly  
constant from year to year. In such a esse the entire value of 
each application w ill he charged to the crop for that year. The 
fe r t i l iz e r  record w ill show the amount of fe r t iliz e r  that has been 
applied to each f ie ld .
INTEREST OE THE INVESTMENT.
There has been much difference of opinion among account­
ants in the past with respect to whether or not interest on the 
investment is to he considered on item in the cost pf production. 
The latest writers on the subject, however, indicate that the 
general trend of opinion is in favor of so including i t . ( l ) .
Interest on the investment may he said to represent 
the service o f the fixed capital employed in the operation of the 
farm. As indicated above the factors of production on the farm 
may he divided into three classes, v iz .:  land, farm equipment, 
and labor. The service furnished by laboa’ is  represented by the 
current expenditures for labor in the form of cash and m iscella­
neous services. It is not necessary to make a permanent invest­
ment of capital in labor, in the case of land and farm equip-
(1 ). Cole, W .  M. Accounts, Their Construction and Interpretation/
pp. 225-226. '
la u r , E. 
Webner, F
Grundlagen und Methoden der Berwertung, Buchhalt­
ung und Kalkulation in der Landwirtschaft, p.114 
E. Factory Costs. p. 159. .....
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meat, however, in addition to the current costs represented by 
actual expenditures, it  is necessary to invest a certain amount 
of capital permanently. All capital, as such, has a certain 
earning power. I f  the farmer does not invest his capital in land 
and farm equipment he w ill be able to rea lize a return from it  
by investing it  elsewhere. Investments can always be found which 
involve no practical risk and which necessitate practica lly  no 
attention on the part of the owner of the capital. I f  the far­
mer does not realize a return on his investment in land and farm
equipment at least equal to the return he would realize i f  his
it
money were loaned out on good security, or if^were placed on in t­
erest in a bank, it  is obvious that he is operating his farm at 
a lo s s .(1 ) .
Much of the opposition to including interest on the 
investment as a part of the cost o f production is due to the 
confusion between the interest which is actually paid out on 
money borrowed and the interest which represents theserviee per­
formed by capital. It is true that i f  the interest charge were 
represented by actual payments of interest on money borrowed that 
the cost of production would vary with the extent of the farmer’ s 
indebtedness.which is absurd.(2 ). But such interest is  to be con­
sidered a deduction from p ro fit , not an item in the cost of pro­
duction. She interest on the investment that does constitute a 
part of the cost of production is the earning power o f the capital
1 . haur, E. Grundlagen und Methoden der Berwertung, Buchhaltung und
Kalkulation in der Landwirtschaft. p.~114.
2 . Laur, E. opus c it .  p. 114.
that is invested in the land and fai-m equipment, whether it  is 
wholly or only partly owned hy the proprietor of the farm.
The interest on the investment can he distributed most 
accurately among the departments of the farm by estimating it  
separately on the land and on the different forms o f farm eqiiip- 
ment. Since the interest on the investment does not mean actual 
expenditures of money, a corresponding credit must he made to the 
Profit and loss account to balance the charges for the sane. It 
w ill he most convenient to credit a ll interest on the investment 
to a separate account labeled as such and then to transfer the 
sum of these credit entries in one amount.to the Profit and Loss 
account.
GEHERAI EXPENSE.
On every farm there w ill be a certain amount o f expense 
which is miscellaneous in character and which is not incurred in 
connection with any particular enterprise but which is neverthe­
less an essential incident in the operation of the farm. Such 
general expense adds to the cost of producing farm products and 
some basis must be secured in accordance with which it  can be 
distributed justly among the different farm enterprises.
Cost accountants for manufacturing plants have devised 
many plans for distributing the general expense.(1 ). The general 
pirn o f these is to apportion such expense among the departments 
or enterprises in the proportion which the operation of those de-
(1 ). Bentley, E. C. The Science of Accounts. Ch. 27 & 28.
H atfield, E. R. Modern Accounting, p. 297.
Rowe, E. M. Bookkeeping and Accountancy, p. 215.
Weiner, F. E. Cost Accounts. Ch. 18.
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It would seem, then, that the best plan for the farm is 
to distribute the general expense on the basis of man labor cost. 
In accordance with this plan each enterprise w ill be charged with 
sucn proport ion of the general expense as the labor cost incurred 
in connection with that enterprise bears to the tota l cost incur­
red in the operation of the farm.
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Systems oe Live Stock Farming
ANIMAL HUSBANDRY DEPARTMENT
I.LIiGE OF AGHICUr/ruRB, UNIVBRSITY OU
Systems of Dive Stock Farming
CASH ACCOUNT
ANIMAL HUSBANDRY DEPARTMENT 
COLLEGE OR AGRICULTURE, UNIVERSITY OR ILLINOIS 
Systems or Live Stock Farming Account No. _____
ACCOUNT.
Sheet No__
• ANIMAL/ HUSBANDRY DEPARTMENT 
Coi<i,£Gis ok Agriculture, University of Illinois 
Systems of Eive Stock Farming
INDIVIDUAL/ L/ABOR DISTRIBUTION RECORD
ANIMAL HUSBANDRY DEPARTMENT 
College ob Agriculture, University or Illinois 
Systems or Livb Stock Farming
monthly labor  distribution  summary
Cash Wages, - $__
Board, - - $ _
Othbr Costs, - $__
Total Cost, - I__
Total Hours Worked__
ANIMAL, HUSBANDRY DEPARTMENT 
Coeeege of Agriculture, University 0f Illinois 
Systems of Eive Stock Farming
MONTHLY HORSE LABOR DISTRIBUTION RECORD
